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ABSTRACT 
Owing to its positive non-intervention policy and strategic 
location, Hong Kong has over the past few decades, emerged as one 
of the world's leading international banking centres. However, 
in view of the sovereignty handover in 1997 and the continued 
internationalization of the banking industry, the operating 
environment faced by the Hong Kong banks is expected to become 
even more dynamic in the years ahead. Against this background, 
the prime objective of the present study is to examine what the 
Hong Kong banking environment and banks‘ strategies will be in the 
coming decade. Given the dominance of six banking groups in the 
domestic banking market, the study also explores whether there is 
any significant difference in environmental perception, 
competitive advantages and strategic alternatives among them. 
To accomplish these research objectives, the study is based 
on the classical SWOT perspective (Andrews 1971； Hax and Majluf 
1984) and puts forward a strategy formulation framework to 
investigate the following strategic elements of banks： (1) 
environmental perception； (2) competitive advantages； (3) major 
corporate objective； (4) strategic focus； (5) generic strategy； 
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and (6) major market and product. In addition, relevant 
hypotheses regarding the future environmental developments and 
. possible inter-group differences have also been developed for 
empirical testing. 
In-depth interviews and mail questionnaires have been 
employed to solicit senior bankers' view on the Hong Kong banking 
environment and banks' strategies. Specifically, seventeen in-
depth interviews were first conducted to furnish qualitative 
information on significant environmental developments and fifty 
three mail questionnaires were collected subsequently for a more 
rigorous statistical analysis. Given the relatively small sample 
size and lack of knowledge about the population distribution, non-
parametric tests have been used for hypothesis testing. 
Overall, the present study supports the hypothesis that the 
Hong Kong banking environment will deteriorate in the coming 
decade. As regards individual environmental developments, the 
study reveals that Hong Kong will continue to greatly benefit from 
regional economic development, growing economic integration with 
China, domestic economic progress and financial 
internationalization. On the negative side, the 1997 issue and 
operational problems such as rising operating costs, labour 
shortage and risk of default will pose major threats to the 
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industry. Except for some operational problems which have been 
rated as more unfavourable than the political factor, the 
hypotheses regarding significant environmental developments are, 
by and large, supported. 
With respect to strategic responses, it appears that most 
banks will place a heavy emphasis on improving their productivity 
and controlling overheads. Given the intensified competition and 
political uncertainty, developing new segments or niches further 
represents the most common generic strategy among banks. The study 
also reveals that trade financing, money and capital market 
operations, and project financing and syndication will be the 
major banking offerings in the coming decade. 
The empirical results provide support of varying degrees to 
the hypotheses concerning inter-group differences in environmental 
perception, competitive advantages and strategies. While the 
banking groups exhibit higher consensus on their environmental 
perception, they demonstrate greater diversity in their 
competitive advantages and strategies. 
Regarding advantage differences, the findings show the 
importance of ‘functional quality' and ‘corporate quality' in 
differentiating the banking offerings. Parallel to this, the 
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size and experience of the banks appear to be major factors 
contributing to these two kinds of ‘quality'. 
Concerning strategic differences, the results confirm some 
typical national strategic characteristics documented in 
literature. These include Western banks‘ short termism, Japanese 
banks' emphasis on target marketing and mainland Chinese banks‘ 
reliance on cultural proximity. However, other typical strategic 
characteristics such as the product innovation of Western firms 
and the cost leadership of Japanese firms are not apparent in our 
sample. Whether the absence of these typical characteristics is 
due to some unique features of the domestic banking market 
deserves further exploration. Lastly, in view of a number of 
differences identified between retail and wholesale banks, it is 
suggested that future research may consider the use of ‘branch 
status' as a controlling variable for comparative analysis. 
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One of the most salient achievements of Hong Kong in the 
past decades is its emergence as a leading financial centre in the 
Asia Pacific region (Jao 1988) . Meanwhile, Hong Kong is the 
fourth largest loan syndication centre, the fifth largest foreign 
exchange trading centre, and the fourth largest banking centre in 
terms of the number of foreign banks (Ho 1991a). Among various 
types of financial institutions, the commercial banks of Hong Kong 
have long been regarded as the backbone of the entire financial 
industry (Lee 1986) . Currently, Hong Kong has 164 commercial or 
licensed banks which account for over 90% of the total assets and 
loans of all the finanical institutions in the territory (Hong 
Kong Commissioner of Banking Annual Report 1992； Hong Kong Monthly 
Digest of Statistics, December 1992). 
The favourable factors contributing to the development of 
the Hong Kong banking sector have been well documented by 
scholars, namely, the positive non-intervention policy of the 
government and its geographic advantage particularly relating to 
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its proximity to China (Jao 1988) . Nevertheless, in the years 
ahead, doubts have arisen as to whether the industry will be able 
to cope with the strain caused by its sovereignty handover 
(Moody's Sovereign Credit Report, June 1993). With the continued 
internationalization and integration of financial markets over the 
world, Hong Kong's banking industry is also subject to changes 
outside its boundary. This implies while Hong Kong bankers have to 
watch closely the changes in the Sino-Hong Kong relationship, they 
also have to address other worldwide issues such as the increase 
in international competition and global supervision. 
According to the Sino-British Joint Declaration signed on 1 
July, 1997, Hong Kong will become a Special Administrative Region 
(SAR) of China and will retain its capitalistic socio-economic 
system for another 50 years after 1997 under the ‘one country, two 
systems' policy. Banks confident in this promise will, no 
doubt, invest more in the Hong Kong banking market. However, 
pessimistic banks may start relocating their businesses elsewhere 
to minimize their political risk. As for the continued 
internationalization of Hong Kong, with advanced 
telecommunications technology, a unified global financial market 
has already become a reality. Being a financial centre in Asia 
Pacific, Hong Kong is now an important constituent of the global 
foreign exchange and money markets linking New York and London 
(Lee 1992). As time goes on, it is expected that Hong Kong's 
capital market and loan syndication will experience further growth 
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largely as a consequence of funding the territory's new airport 
project and meeting the financial needs of the booming Asia 
Pacific region. This will provide more opportunities for large 
multinational banks but will put smaller local banks in a more 
disadvantageous position. 
In any event, almost everyone agrees that the external 
environments of politics, economics, technology and the like will 
continue to generate significant developments for the future of 
Hong Kong. These developments will continue to shape strategies 
of the banks operating here. The most successful banks will be 
those that can apprehend these developments and know how to cope 
with them. The issues of how the future Hong Kong banking 
environment stands and how the banks here are going to react form 
the core of the present study. To begin with, an overview on the 
current Hong Kong banking industry is provided first. 
Major Characteristics of the Honcr Konq Banking Industry 
The discussion on major characteristics of the Hong Kong 
banking industry falls into the following areas： 
3 
Legal Categorization of Banks in Hong Kong 
With effect from 1 July, 1983, the broadly ‘ defined banking 
structure in Hong Kong has been termed as a three-tier system. 
This is formed by three types of institutions that are authorized 
to take deposits from the general public (i.e. authorized 
institutions). They are ： (1) licensed banks (LBs); (2) 
licensed deposit taking companies (LDTCs)； and (3) registered 
deposit taking companies (RDTCs). Nonetheless, on 8 March, 
1989, the Commissioner of Banking announced the establishment of 
a new three-tier system which renamed LDTCs and RDTCs as 
‘restricted license banks‘ and ‘deposit taking companies‘ 
respectively. 
As stipulated, licensed banks are virtually allowed to 
engage in banking businesses of any kind and are regarded as Hong 
Kong's commerical banks. Restricted license banks are investment 
or merchant banks. These banks take deposits of large 
denominations, underwrite securities, deal in foreign exchange and 
other securities, and provide financial advisory services in the 
issuance of securities, mergers and acquisitions. Deposit taking 
companies are finance companies. Their services include taking 
deposits, granting loans to medium to small businesses, factoring 
and leasing (Ho 1991b). Table 1.1 shows the operational 
restrictions imposed on these authorized institutions. 
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Table 1.1 - Operational Restrictions on Licensed Banks, Restricted 
License Banks and Deposit Taking Companies 
Licensed RLB^ DTC^ 
Banks^ 
Minimum capital HK$150m for local banks HK$lOOm HK$25m 
(For foreign banks, there 
is a minimum asset require-
ment of US$16b but there is 
no minimum capital require-
ment) 
Minimum deposits 
for an account None HK$0.5m HK$O.lm 
Maturity restrictions 
on deposits None None 3 months 
Loans rate Need to observe the Interest None None 
restrictions Rate Rule of the Hong Kong 
Association of Banks 
Note ： 1 The minimum capital requirement for locally incorporated 
banks was HK$lOOm before March 1989. 
2. Restricted License Banks (RLBs) were formerly known as 
licensed deposit taking companies with a minimum capital 
requirement of HK$75m. 
3. Deposit Taking Companies (DTCs) were formerly known as 
registered deposit taking companies with a minimum capital 
requirement of HK$lOm. 
Source： Office of the Commissioner of Banking, Hong- Kong Commissioner of 




with the establishment of the three-tier system, licensed 
banks were able to recapture their market share lost to the other 
two types of institutions during the 1970s and early 198 0s when 
the latter were still permitted to accept deposits" of any size and 
any maturity. Table 1.2 shows the change in share of total assets 
and deposits among all authorized institutions for the past 11 
years• 
Market Structure of the Hong Kong Banking Industry 
Owing to their dominant position in Hong Kong, the present 
study will focus on licensed banks. As regards its market 
structure, the Hong Kong commercial banking sector can be seen to 
comprise six major banking groups. These are: (1) the Hong Kong 
and Shanghai Banking Group (HSBG)； (2) the China Related Banking 
Group {CRBG) ； (3) the American Banking Group (ABG) ； (4) the 
Japanese Banking Group (JBG)； (5) the European Banking Group 
(EBG) ； and (6) the Local Chinese Banking Group (LCBG) (Jao 1988). 
Except for the first banking group which consists of the Hong Kong 
and Shanghai Bank, and Hang Seng Bank, the remaining groups are 
classified by country/region of beneficial ownership. Among the 
164 licensed banks in Hong Kong, 126 or 77% belong to either one 
of the aforementioned groups. 
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Table 1.2 - Shares of Assets and Customers' Deposits among Licensed 
Banks, Restricted License Banks and Deposit Taking Companies, 1982 - 1992 
Assets (%) Deposits (%) 
Year LB RLB DTC LB RLB DTC 
1982 69.2 6.0 24.8 81.7 4.0 14.3 
1983 70.7 7.5 21.8 83.3 5.3 11.4 
1984 71.2 8.3 20.5 83.4 5.3 11.3 
1985 70.8 8.9 20.3 85.2 4.9 9.9 
1986 78.9 5.9 15.2 89.2 4.1 6.7 
1987 85.6 4.4 10.0 91.2 4.0 4.8 
1988 88.9 3.7 7.4 92.2 3.6 4.2 
1989 91.2 3.8 5.0 93.1 3.7 3.2 
1990 92.9 3.5 3.6 93.8 3.6 2.6 
1991 93.4 3.5 3.1 95.4 2.9 1.7 
1992 93.4 3.8 2.8 96.4 2.4 1.3 
Note: LCB, RLB and DTC refer to licensed bank, restricted license bank 
and deposit taking company respectively. 
Before 8 March, 1989, RLB and DTC were termed as licensed deposit 
taking company (LDTC) and registered deposit taking company 
(RDTC) respectively. 
Source： Hong Kong Census and Statistics Department, Honcr Kong Annual 
Digest of Statistics various issues and Hong- Kong Monthly 
Dicrest of Statistics, various issues. 
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In view of their differences in business domain, these six 
banking groups can be reclassified into two categories (Chan 
1992) . The first category, or the retail camp, consists of HSBG, 
CRBG and LCBG. Among them, HSBG is still the market leader in 
almost every aspect of retail business due to its intensive branch 
newtwork and quasi-central bank status especially before 1988. 
Nevertheless, its leadership has recently been under severe 
challenge from CRBG. The challenge was first initiated by China's 
open door policy and was subsequently intensified by the political 
uncertainty associated with the 1997 issue. The latter is seen 
as a major reason for HSBG to change its domicile from Hong Kong 
to the United Kingdom and acquire Midland Bank to develop its 
European business (Mulcahy 1991). As for CRBG, some believed that 
it will eventually become the leader of the Hong Kong retail 
banking sector due to its close connection with the Chinese 
government (Wan 1991). Being overshadowed by the two giants, 
there seems to be little room for LCBG to expand. For survival, 
most local Chinese banks have already affiliated with or have been 
acquired by other overseas banks (Nyaw and Cheng 1991). This 
trend is further spurred by the similar move of some foreign banks 
that are dissatisfied with being confined to the wholesale 
business under the ‘one branch restriction'. 
As for the second category or the wholesale camp, it 
consists of all three remaining foreign banking groups： ABG' JBG 
and EBG. Since most of these banks only came to Hong Kong at the 
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beginning of the 1980s, they are subject to the ‘ one branch 
restriction', a measure imposed by the Hong Kong government in May 
1981 to prevent excess competition in the Hong Kong retail banking 
market. Consequently, these late comers have been forced to 
concentrate on wholesale activities. Among the foreign banks, 
Standard Chartered Bank seems to be one of the few exceptions. 
Having been in Hong Kong since 1859 and owning the third largest 
branch network, Standard Chartered Bank plays a significant role 
in the retail sector. This became increasingly apparent after the 
bank reorganized its management structure at the end of 1985 (Jao 
1988)• For few other long established foreign banks not subject 
to such restriction, they have nevertheless consolidated their 
retail activities voluntarily to avoid head-on competition with 
the retail giants. Bank of America, Barclays Bank, and Banque 
Nationale de Paris are some examples. Apart from involving in 
wholesale activities, several foreign banks such as those from 
Switzerland and the United States have also used their 
professional image and worldwide reputation to develop the private 
banking businesses. 
In addition to differences in the business domain among 
these major banking groups, their share in Hong Kong's total bank 
assets, deposits and liabilities provides further insight to 
their relative competitiveness. This is summarized in Tables 1.3 
to 1 . 5 below. Given the absence of detailed break-down 
information for HSBG and LCBG, some reasonable guesses have been 
9 
Table 1.5 - Estimated Distribution of Total Loans to Customers among 
the Major Banking Groups 
Year Banking Group (HK$'b) 
ttHSBG, CRBG ABG JBG EBG Total 
LCBG & 
Others* 
1988 530 265 192 1,848 450 3,285 
(16.1)** (8.1) (5.8) (56.3) (13.7) (100.0) 
1989 643 300 234 2,175 523 3,875 
(16.6) (7.7) (6.0) (56.1) (13.5) (100.0) 
1990 799 368 273 2,831 588 4,859 
(16.4) (7.5) (5.6) (58.3) (12.1) (100.0) 
1991 922 438 262 3,025 603 5,250 
(17.6) (8.3) (5.0) (57.6) (11.5) (100.0) 
1992 998 495 283 2,943 634 5,353 
(18.6) (9.3) (5.3) (55.0) (11.8) (100.0) 
Note： HSBG - Hong Kong & Shanghai Banking Group 
CRBG - China Related Banking Group 
ABG - American Banking Group 
JBG - Japanese Banking Group 
EBG - European Banking Group 
LCBG - Local Chinese Banking Group 
^^  Due to unavailability of break-down data, only consolidated 
figures of HSBG, LCBG and others are reported. 
* Others refer to those not belonging to any one of the six 
maj or banking groups. 
** HSBG was estimated to hold around 10% of the total assets of 
licensed banks (Ho 1991b, p. 49) • This implies that the 
combined share of LCBG and others should range between 6% to 
9% over the whole period. 
Parentheses show the row %. 
Source ： Original data were extracted from Hong- Kona Commissioner_gf 
Banking Annual Report, 1992. 
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Table 1.5 - Estimated Distribution of Total Loans to Customers among 
the Major Banking Groups 
Year Banking Group (HK$'b) 
#HSBG, CRBG ABG JBG EBG Total 
LCBG & 
Others* 
1988 324 164 76 74 140 779 
(41.6)** (21.1) (9.8) (9.5) (18.0) (100.0) 
1989 414 182 93 94 156 938 
(44.1) (19.4) (9.9) (10.0) (16.6) (100.0) 
1990 503 238 112 117 184 1,154 
(43.7) (20.6) (9.7) (10.1) (15.9) (100.0) 
1991 604 277 105 130 195 1,311 
(46.1) (21.1) (8.0) (9.9) (14.9) (100.0) 
1992 637 329 114 173 195 1,449 
(44.0) (22.7) (7.9) (11.9) (13.5) (100.0) 
Note： # Due to unavailability of break-down data, only consolidated 
figures of HSBG, LCBG and others are reported. 
* Others refer to those not belonging to any one of the six 
major banking groups. 
** The shares of LCBG and others were estimated to be around 
11.5% & 3% respectively (Jao 1988, p. 105). This implies 
that the share of HSBG is around 30% over the whole period. 
Parentheses show the row %. 
Source： Original data were extracted from Hong Kong Commissioner_of 
Banking- Annual Report, 1992 . 
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Table 1.5 - Estimated Distribution of Total Loans to Customers among 
the Major Banking Groups 
Year Banking Group (HK$'b) 
#HSBG, CRBG ABG JBG EBG Total 
LCBG & 
Others* 
1988 188 93 59 406 120 866 
(21.7)** (10.7) (6.8) (46.9) (13.9) (100.0) 
1989 236 101 74 610 152 1,173 
(20.1) (8.6) (6.3) (52.0) (13.0) (100.0) 
1990 282 116 85 1,021 175 1,680 
(16.8) (6.9) (5.1) (60.8) (10.4) (100.0) 
1991 353 150 88 1,329 195 2,117 
(16.7) (7.1) (4.2) (62.8) (9.2) (100.0) 
1992 398 184 95 1,445 207 2,331 
(17.1) (7.9) (4.1) (62.0) (8.9) (100.0) 
Note ： # Due to unavailability of break-down data, only consolidated 
figures of HSBG, LCBG and others are reported. 
* Others refer to those not belonging to any one of the six 
major banking groups. 
** The combined share of LCBG and others was estimated to be 
around 6.1% (Jao 1988, p. 106). This implies that the share 
of HSBG ranges between 11% to 17% over the whole period. 
Parentheses show the row %. 
Source： Original data were extracted from Hong Kong- Commissioner of 
Banking- Annual Report, 1992. 
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made when interpreting these tables. 
Distribution of Assets, Deposits, and Liabilities by Country 
of Beneficial Ownership 
As shown in Table 1.3, JBG had a dominant share of total 
assets. Between 1988 and 1992, it had an average annual share of 
56.6%. This reflects in general the financial strength of 
Japanese banks. 
However, since most Japanese banks only book their loans 
in Hong Kong for tax purposes, the actual financial strength of 
JBG in Hong Kong should not be over-exaggerated. As can be seen 
from Table 1.4, the share of JBG in total deposits only ranged 
between 9.5% and 11.9% from 1988 to 1992. This implies that 
Japanese banks indeed relied on other non-traditional sources of 
funds such as inter-bank borrowing and negotiable certificates of 
deposit (NCDs) to finance their asset expansion. Conversely, 
although the asset base was not as strong as JBG or even EBG' 
HSBG, CRBG and LCBG jointly accounted for more than 60% of the 
total deposits. This coincides with the conventional belief that 
retail oriented banks have a competitive advantage in absorbing 
funds from depositors due to their comprehensive branch network. 
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As regards total loans advanced to all customers, Table 1.5 
shows that JBG was the major supplier of funds, followed by 
HSBG, EBG and CRBG. This again signifies the financial 
strength of Japanese banks. Nevertheless, as far as a single 
coherent banking entity is concerned, HSBG was still the largest 
lender in the industry. This is even more salient when confined 
to advances made for domestic use. As estimated, HSBC recently 
held at least 25% of the total domestic advances (Jao 1988). 
Characteristics of Assets and Liabilities of Licensed Banks 
This section analyzes the relative importance of various 
sources and uses of funds of the licensed banks. To this end, 
their consolidated balance sheet between 1988 and 1992 was 
examined. 
Sources of funds 
As shown in Table 1.6, there was a rapid increase in total 
liabilities from HK$3,286b to HK$5,354b for the period from 1988 
to 1992. The annual compounded growth rate was 10.25%. Among all 
sources, ‘interbank borrowing outside Hong Kong' accounted for 
60% of the total liabilities, followed by ‘deposits from 
customers'. This indicates that banks relied heavily on 
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T a b l e 1 . 6 _ C o n s o l i d a t e d B a l a n c e S h e e t f o r A l l 
L i c e n s e d B a n k s , 1 9 8 8 - 1 9 9 2 
一 “ ( H K $ ' b ) ~ 
1988 1989 1990 1991 1992 
ltotal % Total % Total % Total % Total % 
ASSETS 
Loans to customers 866 26.4 1,173 30.3 1,680 34.6 2,117 40.3 2 ,331 43 .5 
Interbanklending: 2,186 62.5 2,426 62.6 2,876 59 .0 2,773 52 .8 2,642 49.4 
InsideHongKong 384 11.7 447 11.5 473 9.7 516 9.8 507 9.5 
OutsideHongKong 1 ,801 54.8 1,979 5 1 . 1 2,394 49.3 2,257 43 .0 2,135 39.9 
Negotiable 
certificate ofdeposit 20 0 .6 18 0 .4 19 0 .4 14 0 .3 18 0 .3 
Bank acceptances 
and bank bills ofexchange 18 0 .6 23 1 . 1 21 0 .4 32 0 .6 45 0 .8 
FRN&commercialpaper 53 1 .6 55 2 . 1 55 1 . 1 55 1 . 1 49 0 .9 
Securities and investment 59 1 .8 72 2 .4 100 2 . 1 152 2 .9 60 3 .0 
Other assets 85 2 . 6 108 2 .8 117 2 .4 107 2 . 0 108 2 . 0 
Total assets 3,286 100.0 3,874 100,0 4,858 100.0 5,250 100.0 5,354 100.0 
LL^BELITEES 
Deposits from customers 
(Adjust for swap 
transactions) 779 23.7 938 24.2 1,155 23.8 1 ,311 25 .0 1,449 27 .1 
Interbank borrowing 2,349 71.5 2,752 71.0 3 ,491 71.9 3 ,691 70.3 3,638 68.0 
InsideHongKong 344 10.5 410 10.6 439 9.1 453 8.6 426 8.0 
Outside Hong Kong 2,004 61.0 2,342 60.4 3,052 62.8 3,238 61.7 3,232 60.0 
Negotiable certificate 
ofdeposit 30 0 .9 31 0 .8 33 0 .7 26 0 .5 30 0 .6 
Other liabilities 29 3 .9 153 4 .0 179 3.7 222 4 .2 237 4 .4 
Total liabilities 3,286 100.0 3,874 100.0 4,858 100.0 5,250 100.0 5,354 100.0 
Source: Office of the Commissioner of Banking, Honcf Kong Commissioner 
of Banking Annual Report, 1992. 
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overseas funds to finance their assets. Besides, the importance 
of acquiring funds from individuals and non-deposit taking 
organizations should not be ignored since this source represented 
around one quarter of the total liabilities. 
Uses of funds 
The asset items of Table 1.6 depict a general trend on uses 
of funds between 1988 and 1992. In 1992, ‘loans to customers' 
surpassed ‘interbank lending outside Hong Kong' by a narrow margin 
and became the single largest asset item. In fact, between 1988 
and 1992, the share of ‘loans to customers‘ in the total assets 
increased from 26% to 44%. This item includes various types of 
bank loans granted to individuals and business firms. Its 
increase was mainly due to the robust domestic and regional 
economic growth from 1988 to 1992. 
To supplement the analysis, uses of funds within Hong Kong 
are also presented in Table 1.7. As noted, the majority of 
domestic loans were used to finance property-related concerns. 
For instance, the property-related loans for ‘individuals‘ and 
‘building, construction and property development and investment‘ 
together accounted for 36% of the total loans for use in Hong Kong 
in 1992. The combined share of loans for ‘wholesale and retail 
trade', ‘financial concerns‘ and ‘Hong Kong‘s visible trade' also 
amounted to one third of the total domestic fund use. This shows 
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T a b l e 1 . 7 - T o t a l L o a n s f o r Use i n Hong Kong b y 
E c o n o m i c S e c t o r , 1 9 8 8 - 1 9 9 2 
“ ‘ (HK$D)~ 
1988 1989 1990 1991 1992 
total % ^>ta3. % Total % Total % Total % 
SECTOR 
Hong Kong's visible trade 57 11 64 10 71 9 83 9 89 9 
Manufacturing 39 8 46 7 49 6 55 6 64 6 
Transporting & 
transport equipment 23 4 37 6 41 5 51 6 58 6 
Building construction 
& property development 
and investment 59 11 96 15 108 14 126 14 142 14 
Wholesale and retail 
trade 60 12 63 10 75 10 81 9 88 9 
Financial concerns 
(Other than authorized 
institutions) 53 10 85 13 105 14 114 13 125 13 
Individuals: 
-To purchase flats in 
Home Ownership Scheme 
and Private Sector 
Participation Scheme 9 2 11 2 14 2 19 2 22 2 
-Topurchase other 
residential property 11 15 99 15 132 17 178 20 203 20 
-Other purposes 48 9 55 8 60 8 75 8 88 9 
Others 88 17 92 14 105 14 119 13 IL20 12 
Total Loans for use 
in Hong Kong 514 100 648 100 760 100 899 100 999 100 
Source: Office of the Commissioner of Banking, Hong Kong Commissioner 
of Banking Annual Report, 1992. 
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that Hong Kong has been moving from a manufacturing to a service 
economy. 
Summary 
In summary, with the favourable environmental developments 
that originated either domestically or internationally over the 
past decades, Hong Kong has been able to develop into a major 
financial centre in the Asia Pacific region and become a major 
funding source for China. Its growing integration with China and 
high degree of internationalization inevitably subject the Hong 
Kong banking industry to the volatile regional and international 
environmental changes. The impacts of these environmental changes 
on the banking industry are expected to further increase during 
the transition of sovereignty handover. Hence, whether the 
industry will continue to prosper depends greatly on how the banks 
perceive these changes and how effectively these changes will be 
dealt with. It is against this background that the present study 
has been conducted. 
The present study is divided into seven chapters. Following 
this introductory chapter, literature concerning the banking 
environment and banking strategy is provided in Chapter 11. A 
proposed framework of strategy formulation to guide the subsequent 
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survey is presented in Chapter III. Chapter IV concentrates on 
research methodology and hypothesis setting. Chapter V presents 
empirical findings of the study. Strategic implications and 
concluding remarks are given in Chapters VI and VII respectively. 
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CHAPTER II 
LITERATURE REVIEW ON BANKING ENVIRONMENT 
AND BANKING STRATEGY 
In order to study Hong Kong's banking environment and 
strategies after 1997, a review of relevant literature is 
conducted. To illustrate both the general development at a global 
level and specific development in the context of Hong Kong, the 
literature review falls into the following areas： 
Review on Banking Environment 
Banking Environment in General 
This section reviews the current banking environment in 
general and examine the maj or forces that have shaped its 
development. It is hoped that the review will provide further 
insight to understanding Hong Kong's banking environment. 
One of the most significant developments in the global 
20 
commercial banking sector since the early 1970s has been the 
substantial expansion of multinational or international banking 
activities (Cho 1985). In general, researchers attribute the 
growth of multinational banking activities to the following 
specific developments： (1) technological innovations especially 
relating to telecommunications technology (Blumenthal 1988; 
Capoglu 1990)； (2) macro-economic developments including expansion 
in trade and foreign direct investment that increase demand for 
corresponding banking facilities (Aliber 1986； Lewis and Davis 
1987) ； and (3) liberalization of domestic financial markets to 
sustain national economic growth (Kindleberger 1984； Capoglu 
1990； Goldberg 1991). It should be noted that it is not only the 
individual influence but also the interplay of these developments 
that has greatly shaped the outlook of the banking environment. 
Typically, with the advancement in information technology 
and rapid growth in international trade and investment, banks 
with unique competitive advantages have started to follow their 
home customers by entering foreign markets. On the other hand, 
the influx of foreign direct investment in both manufacturing and 
service sectors has led to further development of the host 
economy. Hence, to cater for the growing economic and trade 
activities, the host government has gradually liberalized its 
financial market (Kindleberger 1984； Goldberg 1991). This gradual 
financial liberalization has in turn encouraged more 
multinational banks to move in. This cyclical process largely 
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explains the growth of multinational banking activities over the 
past two decades. 
In a more generic context, the expansion of international 
banking activities can also be construed along with Dunning‘s 
eclectic theory (Dunning 1977, 1979, 1980). This paradigm 
stipulates conditions of multinationality in terms of the 
existence of three kinds of advantages, namely ownership 
advantage, location advantage and internalization advantage. Gray 
and Gray (1981), and Yannopoulos (1983) were among those who first 
applied this paradigm to international banking. To fit the 
foregoing environmental developments into this paradigm, 
telecommunications expertise together with other competencies 
(e.g. managerial and financial resources) of multinational banks 
can be viewed as ownership advantages. To fully exploit them, 
banks have sought opportunities in other host countries where 
location advantages exist. For banking, these location advantages 
generally include a large domestic market resulting from rapid 
economic and trade development and a favourable regulatory setting 
caused by financial liberalization of the host country {Dufey and 
Giddy 1978) . Lastly, to internalize their advantages, most 
multinational banks have chosen to set up branches as their mode 
of entry. This organizational form allows banks to monopolize 
their proprietary business information and fully utilize their 
expertise in global co-ordination and network of commercial 
intelligence (Reed et al 1976； Frowen 1979). 
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Given its pace and magnitude, the expansion of multinational 
banking activities has exerted a significant impact on the 
competitive structure of individual banking centres and 
international capital flows. With the entry of multinational 
banks into the host market, the competition faced by indigenous 
banks no longer comes purely from their compatroits with similar 
endowments (Llewellyn 1992; Ennew, Wright and Thwaites 1993). The 
presence of multinational banks and the consequent intensifying 
competition may well erode profit and increase the risks of less 
competitive players (DeStefano 1992)• At the inter-country level, 
the expansion of multinational banking also provides resourceful 
banks with further geographical choices to diversify their 
businesses. Consequently, capital might shift from less 
attractive banking centres to more prospective ones. 
While operations of individual banks and banking centres 
have become more and more internationalized, the global financial 
industry as a whole has also undergone a similar process of 
internationalization. This financial internationalization has 
further intensified the inter-sectoral competition (Capoglu 1990). 
For banks, such competition refers to rivalry for lending 
businesses with capital markets. As large corporations have 
become more and more accessible to fast expanding capital markets' 
their reliance on bank credit has been reduced. However, such a 
development should not be perceived as totally negative. As 
noted, the further development of capital markets might provide 
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• 
opportunities for banks to explore their fee-based income through 
underwriting or placing securities for corporate clients. 
Moreover, with further convergence of credit and capital markets, 
banks have also had a better chance to securitize their 
liabilities and assets (Evans 1986) . This helps banks improve 
their liquidity position (e.g. via NCDs) or shift credit risks to 
other investors (e.g. via mortgage-backed securities). In Hong 
Kong, while securitization on the liabilities side started in the 
early 1960s, a few banks have also recently begun to securitize 
their home mortgage loans {Jao 1988； Fung 1994a； Kennedy 1995). 
As banking activites keep up their pace of 
internationalization, regulatory practices among nations have also 
been subject to a subtle change. This refers to harmonization of 
financial regulations across countries. Hence, for countries 
which used to highly regulate their financial markets' the 
harmonization simply means deregulation (Capoglu 1990; Kearney 
1992) • On the contrary, for other countries whose financial 
markets have already been liberalized in the course of earlier 
economic and trade development, the harmonization implies the 
imposition of more stringent regulations. Hong Kong is an example 
of this. In addition to the introduction of minimum capital 
adequacy ratio and statistical measure for maturity mismatching, 
it is expected that further international rules relating to 
interest rate and market risk management will shortly be adopted 
in Hong Kong (Hong Kong Monetary Authority Annual Report 1993). 
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To conclude, the interaction among a number of environmental 
forces such as technological advancement, economic progress and 
financial liberalization has led to the expansion of international 
banking activities and the internationalization of banking 
centres. This in turn provides new business opportunities as well 
as putting a new competitive pressure on banks. As banking 
activities become more and more internationalized, a global 
harmonization of regulations among nations may also take place. 
Ironically, this harmonization has, in some cases, made banks 
subject to a more regulated operating environment. To cope with 
this dynamic environmental setting, prompt and effective strategic 
responses in terms of cost control and value creation are probably 
the only key to long term success (Isobe and Kearney 1992; Ennew, 
Wright and Thwaites 1993). 
The Hong Kong Banking Environment 
Overview 
Overall, the development of the Hong Kong banking sector 
follows closely what has taken place in the international forum. 
Given its location advantages that derived from the positive non-
intervention policy, geographic location and telecommunications 
advancement (Jao 1988； Lam 1992), Hong Kong has been able to 
attract foreign investment and develop its industries and trade 
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businesses throughout the past decades. To facilitate growing 
economic activities of various kinds, the Hong Kong banking sector 
has also developed correspondingly {Ghose 1987; Jao 1988; Ho 
1991b). 
While the development of the Hong Kong banking sector shares 
much similarity with other major banking centres, its recent 
susceptibility to political uncertainty may differentiate its 
banking environment from others. With Hong Kong's reversion to 
China only less than two years away, the opinions of forecasters 
concerned with the future well-being of Hong Kong are mixed. For 
some, Hong Kong is lurching from crisis to crisis, and the future 
will consist of capital flight, emigration of key personnel and 
potential panic (Pomery 1990； Rafferz 1990). On the other hand, 
some optimists believe that the Sino-British Joint Declaration and 
the Basic Law have already laid down the groundwork for a 
successful transition of Hong Kong (Lee 1992； Zhou 1993). 
Having surveyed forty one key informants from various 
business and public sectors of Hong Kong, Mushkat (1989) concluded 
that the diversity of opinion depends much on whether one believes 
that China will sacrifice its political interests for economic 
benefits or vice versa. Between these two extremes, Mushkat also 
observed the emergence of a realist view. This view maintained 
that Hong Kong will neither be a fully autonomous Special 
Administrative Region (SAR) nor another Chinese special economic 
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zone. Realists speculate that Hong Kong will retain its separate 
status and will be given the means to operate in a semi-
independent fashion within the permissible boundary set by China. 
This cautious • view was shared by Lieberthal (1992) who believed 
in the determination of the Chinese leaders in maintaining the 
prosperity and stability of Hong Kong. However, he was equally 
concerned about potential turmoils that may stem from the 
unintended dynamic of the PRC system (e.g. political instability 
and social unrest) and the complexity of the transition itself. 
The last issue revolves around the disagreement between the 
British and Chinese governments to detailed arrangement of the 
handover. Their recent dispute over the electoral arrangement of 
the Hong Kong Legislative Council clearly illustrates the 
complexity involved in this transition (Moody's Sovereign Credit 
Report, June 1993). 
Recent environmental developments 
After an overview of the current Hong Kong banking sector, 
this section will highlight the significant environmental 
developments that have taken place. To this end, specific 
developments driven by various major environmental forces are 
first summarized in Table 2.1 for reference. 
Among these recent developments, economic and political 
forces were generally perceived as the most determining factors 
27 
Table 2.1 - Summary of Recent Environmental Developments 
in the Hong Kong Banking Sector 
Major Literature Major Development & 
Implications for the Industry 
ECONOMIC FORCE 
jao 1988; Chai 1989; (1) Growing Economic Integration with China -
Freris 1991, 1992/ Opportunities for trade financing' 
Zhou 1993； syndication, project financing & 
Bradbury 1994 business lending 
Laurent 1992; (2) Economic Development in Asia Pacific -
Nontapunthawat 1992 Opportunities for syndication, project 
financing & business lending 
Jao 1988； Ho 1991a (3) Internationalization of HK's Financial 
Nontapunthawat 1992 Markets -
Enhance HK's status as an international 
financial centre but make it more volatile 
to changes taking place at the internation-
al forum 
Young & Mun 1990； (4) Financial Liberalization in East & SE Asia -
Goldberg 1991; Competition from newly emerging 
Nontapunthawat 1992 financial centres 
Chan 1992； Asian (5) High Domestic Inflation & Overheated 
Economic Survey 1992; Property Market -
Moody's Sovereign Credit Increase in operating costs & over-
Report, June 1993 reliance on a single market 
POLITICAL FORCE 
Mushkat 1989; Chan 1992； 1997 Issues and Sino-British Dispute On 
Lieberthal 19 92； Future Electoral Arrangement -
Moody's Sovereign Negative effect on the confidence of 
Credit Report, June 1993 some banks 
LEGAL/REGULATORY FORCE 
Ho 1991c； Jao 1991； (1) Recent Structural Reform of the Financial 
Yam 1994a； Yam 1994b System including Formation of the HK 
Monetary Authority -
Enhance government's supervisory and 
monitoring role but diminish HSBC's role 
as a quasi-central bank 
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Table 2.1 - Summary of Recent Environmental Developments 
in the Hong Kong Banking Sector (Continued) 
Major Literature Major Development & 
Implications for the Industry 
LEGAL/REGULATORY FORCE 
Ho l99lc; Yam 1994a； (2) Increasing Regulations on Banks Operations -
Yam 1994b Enhance proper operations of banks along 
with international standard but also 
raise their operating costs (eg. capital 
adequacy ratio) and/or sometimes reduce 
their operational flexibility (eg. one 
branch restriction) 
TECHNOLOGICAL FORCE 
jao 1988; Ho Information Development in Electronic Banking -
Technolocrv, 1991; Lam 1992 Improve operational efficiency and lead 
to development of new financial products 
COMPETITIVE FORCE 
Jao 1988； Jao 1991; Banking Market that Dominated by 6 Major 
Wan 1991; Chan 1992, 1993 Banking Groups -
Keen competition among banks with similar 
business domains 
DEMOGRAPHIC/SOCIAL FORCE 
Steilen 1987; Customers' Increasing Education and 
Chan &： Ho 1991 Readiness in Accepting Banking Products -
Challenge for banks to develop more 
sophisticated & professional products to 
already knowledgeable customers 
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due to the extent and magnitude of their influences (Young and Mun 
1990； Nontapunthawat 1992) • For this reason, they constitute the 
subjects for hypothesis testing in Chapter IV and deserve more 
attention in this chapter. Since the political factor regarding 
sovereignty handover has already been discussed on earlier, the 
following will concentrate on the economic force. 
As regards the economic force, the economic progress in the 
Asia Pacific region and the ‘ China factor' were seen as impetus 
for the expansion of the Hong Kong banking industry (Jao 1988; 
Chai 1989; Laurent 1992; Nontapunthawat 1992)• Due to its 
advantageous geographic location, Hong Kong has long been serving 
as an effective middleman to channel funds from the Asian dollar 
market to sustain economic growth of nearby countries (Ho 1991a). 
Furthermore, with further economic integration between Hong Kong 
and China (Freris 1991, 1992), the opportunity,for Hong Kong banks 
to involve in relevant trade financing, project financing, 
syndication and commercial lending has been greatly enhanced. The 
heavy dependence of the Hong Kong banking industry on external 
economic developments highlights its susceptibility to changes in 
other economies. 
Apart from economic progress in Asia Pacific and China, the 
internationalization of the financial markets in Hong Kong marks 
another important development. Having driven by the economic and 
technological advancement mentioned earlier, Hong Kong's financial 
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markets have gradually emerged as an essential part of the global 
financial network (Lam 1992). For its banking sector, the changes 
resulting from this internationalization include the increase in 
competition and the introduction of an international supervisory 
standard. By and large, these changes are similar to those 
observed in other major financial centres. However, due to the 
uniqueness of the domestic financial industry, the increase in 
competition deserves further mention. 
Certainly, when confined to the intra-sectoral rivalry, the 
keen competition of the Hong Kong banking sector is comparable to 
that of other banking centres. With the continued 
internationalization of the Hong Kong banking industry, existing 
banks are required to compete more severely with newly entering 
multinational banks (Chan and Ho 1991). Conversely, unlike the 
global trend of increasing inter-sectoral competition between 
banks and the capital market, such competition is less obvious in 
Hong Kong due to the slower development of its capital market (Lui 
1991) . Recently, the capital market issues denominated in Hong 
Kong currency have only amounted to 7% of the total domestic 
advances in Hong Kong currency (Lui 1991; Hong Kong Monthly Digest 
of Statistics, December 1992). Indeed, even if the domestic ‘ 
capital market becomes fully developed, there will not necessarily 
be a zero-sum competition. As mentioned earlier, a fully 
developed capital market can provide banks with more opportunities 
in securities underwriting and securitization. 
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At a more aggregate level, another kind of competition that 
may be faced by the Hong Kong banking industry is the financial 
liberalization in nearby financial markets. This development can 
be viewed as part of the global internationalization process 
mentioned earlier. The consequence of this development is an 
increasing competition between Hong Kong and nearby countries for 
regional banking businesses. Among all the rivals, Japan, 
Singapore and Taiwan were perceived as the strongest competitors 
(Goodstadt 1985; Nontapunthawat 1992). In view of this 
increasing competition, Mushkat (1989) predicted that Hong Kong 
would eventually emerge as a regional financial centre for China 
and nearby areas rather than as an international financial centre 
in its own right. 
While all the foregoing economic developments are more 
concerned with the interaction between Hong Kong and other 
economies, some important domestic economic factors should also 
be noted. Among others, the high domestic inflation and 
overheated property market both have significant impacts on the 
banking industry. The consequence of these two developments is a 
rapid rise in operating costs (Asian Economic Survey 1993； Moody's 
Sovereign Credit Report, June 1993). This analysis echoes a 
previous survey which identified political situation and operating 
costs as two major threats faced by the Hong Kong banking industry 
(Chan 1992). The rapid increase of operating costs would in 
particular greatly erode banks‘ profitability. In the worst 
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scenario, the rise in operating costs could force existing banks 
to shift their operations to other places and consequently hamper 
the status of Hong Kong as an international banking centre. 
In summary, following the global trend of 
internationalization, the Hong Kong banking industry has become 
more and more dependent on changes taking place in other 
economies. Given Hong Kong's strategic location in Asia Pacific 
and its proximity to China, regional developments and changes in 
China in turn have particular significanceto its well-being. For 
the past decade, the Hong Kong banking industry has already 
benefited from China's open door policy and economic take-off 
within the Asia Pacific region. These external developments have 
provided further room for banks in Hong Kong to expand their 
businesses and attract more multinational banks to establish a 
foothold here. Despite these positive factors, the Hong Kong 
banking sector has also suffered from some negative developments. 
These largely relate to the political uncertainty associated with 
the 1997 issue and rising operating costs triggered by the 
overheated domestic economy. Given the immutable political 
reality and the absence of any effective anti-inflationary measure 
under the pegged rate system, it is expected that these problems 
will continue to baffle the industry in the years to come. In the 
presence of both positive and negative factors, the future outlook 
of the Hong Kong banking environment will depend much on the 
respective magnitude of these factors and the interplay between 
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them. 
Review on Banking Strategy 
The following two sections will review literature relating 
to banks' strategic practices in general and in Hong Kong. Based 
on this review, a strategic framework for use in this study will 
be proposed in next chapter. 
Banking Strategy in General 
In studying banking strategies, previous literature always 
relied on existing strategic planning frameworks that had been 
originally developed for tangible product markets. These 
range from the classical SWOT analysis (e.g. Handscombe 1976; 
Meidan 1984; Metzger and Rau 1982) to the more recent framework 
proposed by Porter (e.g. Carey 1989; Ennew, Wright and Watkins 
1990; Farrance 1993) . In general, the applicability of these 
frameworks to the banking sector has been proven to be 
satisfactory (Crane and Eccles 1987; Kenyon and Mathur 1987; Carey 
1989) . Indeed, as both financial and manufacturing institutions 
are similar in their desired corporate objectives and performance 
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(Aspinwall and Eisenbeis 1985), their considerations and mode in 
goal attainment should not greatly deviate from each other. To 
conclude, like most of other organizations, banks in pursuing 
their desired performance also need to determine their actions 
and product markets according to the external environment, 
competitive forces and their own advantages. 
In addition, given the increasingly competitive operating 
environment, there has also been a clear trend of treating 
marketing as an integrated management function in financial 
services (Ennew, Wright and Thwaites 1993)• This move took place 
in both developed and newly emerging financial centres (Brooks 
1987； Shanmugam 198 9； Alder 1991; Thwaites and Lynch 1992) . The 
increasing awareness of the marketing concept as a business 
philosophy generated specific strategic implication to banks. 
Namely, banks have begun to realize the importance of 
differentiation in light of their endowments. 
Regarding the means of differentiation, banking institutions 
may face a different set of considerations from manufacturing 
firms. Due to the absence of a proper patent system (Dufey and 
Giddy 1981) and a limited number of attributes of banking products 
(von Clemm 1976； Dufey and Giddy 1981), banks often have to 
differentiate through their process of service delivery rather 
than through the service itself (Davison, Watkins and Wright 
1989) . Richardson and Robinson (1985) called the outcome of 
35 
these two approaches of differentiation the functional quality 
and technical quality respectively. As advanced by Zeithmal 
(1981), the attitudes of customers toward the bank are highly 
instrumental to its functional quality. 
Apart from the functional quality, it is also advanced that 
organizational image is another important source of 
differentiation available in the financial sector (Howcroft and 
Lavis 1987； Bowen and Schneider 1988)• The importance attributes 
to the high degree of trust and confidence involved in banking 
purchase. Parallel with this, Lehtinen and Lehtinen (1991) 
emphasized the concept of ‘corporate quality' in differentiating 
financial offerings. Hence, in order to build up a sound 
corporate quality, banks need to host a sizable team of qualified 
staff {Ennew and Wright and Thwaites 1993). The challenge in 
turn revolves around how banks recruit and retain competent staff. 
In this respect, multinational banks that enjoy greater scale 
economies are generally in a better position to attract skilled 
personnel due to their more attractive remuneration packages and 
career prospect. 
To create differentiation, organizations normally count on 
their own competitive advantages. Since banking operations 
require extensive intermediary information inputs (Cho 1985), 
banks have frequently relied on their information handling 
competence to differentiate their functional and corporate quality 
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(Gray and Gray 1981; Cho 1985/ Isobe and Kearney 1992) . This 
strategic move has been well substantiated by the worldwide 
advancement in telecommunications technology mentioned earlier. 
Under such development, most multinational banks have been able 
to handle their global information system more effectively and 
reap further internalization advantage. 
Besides the various types of differentiation aforementioned, 
banks may also generate a competitive edge by enjoying certain 
kinds of cost advantage. The cost advantage, among others, highly 
depends on the ease of access to vehicle currencies (Cho 1985). 
In this respect, a bank's nationality is certainly a determining 
factor. For instance, for a bank whose home country is in huge 
trade surplus, its cost of capital should be lower than that of a 
bank which comes from a deficit economy. This well explains the 
rapid expansion of Japanese financial institutions in the 
international financial markets during the 1980s (Jones 1989). 
Apart from this, scale economies are also an important feature for 
banks to achieve cost advantage. Coupled with the worldwide 
advancement in computing technology, further room has been opened 
for banks to lower their data handling costs and improve their 
operational efficiency (Isobe and Kearney 1992). To reap the 
largest benefit from scale economies, it is well recommended that 
banks should engage in a careful analysis to determine their 
optimum size of operation (Humphrey 198 5; Farrance 1993). 
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Based on various differentiation or cost advantages, banks 
need to develop their broad strategic actions in light of the 
predetermined corporate objectives. This leads to the issue of 
formulating appropriate generic strategies. In this respect, the 
strategic alternatives available for banks are not greatly 
different from those of other manufacturing firms. For instance, 
the four strategic alternatives (i.e. market penetration, market 
development, product development and diversification) put forward 
by Ansoff's product/market expansion grid has long been applied in 
analyzing options available for banks to close the strategic gap 
{Handscombe 1976). 
In reviewing the development of strategic marketing 
practices in financial services throughout the past decades, 
Ennew, Wright and Thwaites (1993) concluded that three generic 
strategies were commonly employed by financial institutions. 
These are diversification, retrenchment and horizontal 
integration. 
The use of diversification aimed to avoid excessive 
competition in those already saturated market segments. To pursue 
this, banks have always relied on their technical, functional and 
corporate quality to explore new niches. However, due to the lack 
of clear positioning, many diversification moves resulted in 
subsequent product market withdrawals (Ennew and Wright 1990) • In 
other words, as a result of failed diversification, banks were 
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likely to shift to the more defensive retrenchment strategy. 
Apart from the symbiotic relationship between 
diversification and retrenchment, retrenchment may also be viewed 
as a logical strategic response to the combined pressures of 
increasing competition and financial liberalization (Howcroft and 
Lavis 1989) . As banks are no longer fully protected in an 
oligopolistic way, they have encountered increasing difficulty in 
shifting their cost burden to customers. Consequently, some may 
resort to product mix rationalization to control overheads. 
As for horizontal integration, Ennew, Wright and Thwaites 
(1990, 19 93) maintained that some collaborative arrangements 
should be more preferred to formal acquisition since the latter 
may lead to the leaving of specialist personnel. Alongside this, 
they suggested the use of joint venture or minority shareholding 
to enter international markets or expand product range (Ennew, 
Wright and Thwaites 1990). This argument fits fairly well into 
the domestic situation where a number of local Chinese banks have 
already affiliated with multinational banks through a miniority 
shareholding arrangement (Bankers Handbook for Asia 1993). Under 
this arrangement, the local partner can retain control of the 
entity and significantly strengthen its image and resources. On 
the other hand, the foreign partner can also have a cost-effective 
means to enter the domestic retail market under the one branch 
restriction (Jao 1988). 
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In sum, it was observed that historically strategic 
management was not widely practised by bankers. From the 1930s 
to the 1970s, the banking industry was constrained yet protected 
by regulation and the oligopolistic market structure (Metzger 
1982) . As such, there was no urgent need for bankers to employ 
strategic management concepts for survival. The situation was 
gradually changed since the 1970s when bankers began to realize 
the impact of the increasingly dynamic task environment on their 
operations. 
Despite this, most banks have only initiated strategic 
actions on a piecemeal basis (Metzger 1982)• For example, as 
competition intensified, banks responded by hiring marketing 
professionals. As the backdoor office became overburdened, they 
installed data-processing equipment. Due to the absence of a 
cohesive and long range policy, many of their strategic moves 
have been only partially successful. This implies that in the 
years to come, bankers will have to put even greater effort into 
sharpening their strategic thrusts and actions in an integrative 
manner if they wish to survive in this new era of competition 
(Meidan 1984). 
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Banking Strategy in Hong Kong 
Overview 
With the advent of internationalization and increasing 
competition, the Hong Kong banking industry has generally followed 
the global trend of putting more emphasis on marketing as an 
important corporate function (Chan 1992)• In this respect, 
banks in Hong Kong have faced a similar question to their 
counterparts elsewhere, namely how to differentiate themselves 
from other rivals. 
To create differentiation, reputable multinational banks are 
seen to be more advantageous due to their richer experience and 
resources. However, due to the ‘one branch restriction' or fear 
of direct competition with retail giants like HSBG and CRBG, these 
foreign banks have generally confined themselves to a few 
promising niches where they can fully utilize their 
differentiation advantages (Chan and Ho 1991). These include the 
emphasis of private banking by Swiss banks and focus on treasury 
activities by American banks (Jao 1988). The practice is similar 
to the ‘differentiation focus' strategy put forward by Porter 
(1985). 
While most Western banks in Hong Kong have employed the 
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differentiation focus strategy, Japanese banks seem to compete on 
a different mode. In general, they are inclined to use price 
competition through the offering of more attractive lending rates 
(Chan 1994) . This is probably related to their cost advantage 
developed from huge national trade surpluses throughout the past 
decades (Jones 1989). This ‘cost focus' approach also coincides 
with their traditional strategic orientation in share building 
(Prestowitz 1988). 
In the more saturated and labour intensive retail sector, 
banks are subject to even greater pressures from both heavy 
competition and increasing operating costs (Chan 1992). These 
developments require retail banks to seriously address the issue 
of how to differentiate their product quality in a cost 
competitive manner. This implies that successful retail banks may 
need to be competent in both product differentiation and 
productivity improvement. This competitive situation is alongside 
the ‘rejuvenation stage' of a maturing industry put forward by 
Gilbert and Strebel (1992). To achieve ‘low delivered cost' and 
‘high perceived value', these two researchers emphasized the 
essential role played by marketing. In this respect, previous 
studies also confirm that the marketing concept has been more 
widely used by retail banks than wholesale banks in Hong Kong 
(Steilen 1987； Chan and Ho 1992). 
Under the intense competition, banks in Hong Kong were seen 
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to rely heavily on the diversification strategy. This includes 
allocating more resources to develop wholesale businesses and 
overseas markets. The Hong Kong and Shanghai Bank's recent move 
to strengthen their dealing facilities and the takeover of Midland 
Bank serve as good examples (Hewitt 1994) . Even in the less 
saturated wholesale sector, banks have also engaged in 
diversification. In most cases, this represents entry into the 
PRC market via the setting up of either representive offices or 
branches. This strategic move is hardly surprising as Hong Kong 
has long been regarded by most foreign bankers as a stepping stone 
to enter the China market (Chan 1994). 
In sum, in view of the growing turbulence in the Hong Kong 
banking industry derived from the interplay of various 
environmental developments, banks are increasingly required to 
think and act strategically along with their distinct 
competencies. Hence, in the following section, a structural 
analysis within the Hong Kong banking industry will be provided. 
Following the framework of Porter (1980), the analysis will 
include identification of the major strategic groups and 
examination of their current strategic practices. 
Major strategic groups under investigation 
A strategic group is a group of firms in an industry 
following the same or similar strategy (Porter 1985; Hooley and 
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Saunders 1993)• Although an industry could have only one 
strategic group if all the firms followed roughly the same 
strategy, it is more common for the presence of a small number of 
strategic groups which capture the essential strategic differences 
among firms in the industry (Porter 1985). In general, strategic 
groups are present for a wide variety of reasons, such as firms' 
differing initial advantages and time of entry, and historical 
accident (Porter 1985). As noted, a proper identification of 
strategic groups in an industry can help understand strategic 
behaviour of the industry. Undoubtedly, this applies to other 
industries as well as the Hong Kong banking industry. 
As mentioned in Chapter I, Jao has identified six major 
banking groups (HSBG, CRBG, ABG, JBG, EBG and LCBG) in the Hong 
Kong banking industry. By analyzing the relevant financial data, 
Jao noted differences in competitive advantages and business 
activities of these six groups (Jao 1988) . In this regard, his 
classification seems to form an appropriate basis to classify 
strategic groups of the industry. Nevertheless, before jumping to 
a conclusion too hastily, the following will first subject Jao's 
classification to closer scrutiny. 
According to Jao's classification, all the banking groups 
other than HSBG (i.e. CRBG, ABG, JBG, EBG and LCBG) are 
categorized according to the country/region of beneficial 
ownership. This places the eclectic theory in an appropriate 
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position to explain the differences in competitive advantages of 
these five banking groups. According to this theory, firms in 
certain industries of a particular country should possess specific 
advantages because of the way their industries were developed in 
their home country (Dunning 1993). In other words, the theory 
believes that the ability of firms to acquire ownership 
(competitive) endowments is highly related to the endowments 
specific to their country of origin (Dunning 1980)• Along with 
this, several studies were conducted to compare firms that 
originated from different countries and general support was 
given to the above contention (e.g. Doyle, Saunders and Wong 
1986, 1992; Wong, Saunders and Doyle 1988). 
Two issues regarding the above analysis need to be further 
elucidated. The first concerns the extension of the notion of 
country of origin effect. Strictly speaking, banks from the 
European group should not be regarded as originating from a single 
country. However, due to the geo-cultural proximity and similar 
state of economic development among European Community countries, 
some researchers believed that it is appropriate to treat European 
firms as from a single state (Schroath, Hu and Chen 1993) . Since 
the European banks in Hong Kong are all from Western Europe, the 
above contention applies here too. In fact, by reviewing previous 
cross-cultural studies, it is not uncommon for researchers to pool 
European firms together as a single unit of analysis (Kotabe and 
Omura 1989； Kotabe and Okoroafo 1990). 
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The second issue relates to the application of b e n e f i c i a l 
ownership rather than full ownership to classify the foregoing 
five g r o u p s . The rationale of this application is v e s t e d in the 
belief that major shareholding can result in ultimate control of 
an organization (Leech and L e a h y 1991)• When examining the 
ownership structure of banks within these five g r o u p s , the issue 
is n o t so m u c h concerned with CRBG, JBG, ABG and EBG since m o s t of 
them (over 85%) are fully owned b y their home investors (Bankers 
Handbook for Asia 1993) . However, this m a y not be the case for 
L C B G . Owing to the merger and acquisition mentioned earlier, 
m o s t family-owned local Chinese banks have already affiliated with 
foreign banks in one w a y or another (Nyaw and Lau 1991； Bankers 
Handbook for Asia 1993). Consequently, if the study insists too 
m u c h o n i n c l u d i n g ‘pure‘ i n d i g e n o u s C h i n e s e b a n k s i n t h e 
analysis, the sample size for LCBG might be u n d e s i r a b l y s m a l l . 
H e n c e , to preserve a larger sample size and homogeneity among LCBG 
m e m b e r s , t h e p r e s e n t s t u d y u s e s b e n e f i c i a l o w n e r s h i p f o r 
classification. In this way, although local Chinese banks so 
classified m a y not be fully owned b y local Chinese, their m a j o r i t y 
s h a r e h o l d i n g t o g e t h e r w i t h e x t e n s i v e f a m i l y t i e s a m o n g t o p 
management would still enable their business philosophies to 
g r e a t l y influence the corporate operations {Agrawal and Nagarajan 
1990). Along the same line of argument, previous researchers were 
found to use an even lower percentage of shareholding (25%) to 
classify local Chinese banks (Nyaw and Lau 1991). 
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w h e n compared w i t h the above five groups, more c o n t r o v e r s y 
was n o t e d for the grouping of H S B G . According to Jao, the 
singling out of the Hong Kong and Shanghai Bank (HSBC) as a n e w 
group is b e c a u s e of its quasi-bank status that distinguishes its 
competencies from others (Jao 1991) . In addition, since the Hong 
Kong and Shanghai Banking Corproation Holdings, U . K . has 61.5% of 
the shareholding of Hang Seng B a n k , it is thought to be justfied 
to g r o u p H a n g S e n g B a n k a n d H S B C t o g e t h e r b a s e d o n c o m m o n 
o w n e r s h i p . Despite this, some m a y argue that the strong B r i t i s h 
orientation of HSBC and typical Chinese style of Hang Seng Bank 
w o u l d m a k e the grouping an u n h a p p y m a r r i a g e . To v e r i f y this, m o r e 
objective examinations have been carried out in the following. 
T h e f i r s t e x a m i n a t i o n c o n c e r n s t h e e m p i r i c a l e v i d e n c e . 
Based on Jao's classification, the present author showed that 
there were significant differences among the six banking groups 
in environmental perception and strategic practices (Chan 1992). 
Specifically for H S B G , the group was found to be more pessimistic 
than the others toward the current banking environment and to give 
greater emphasis to share acquisition. These findings provide 
some support to the above classification and corroborate Jao's 
findings. Even prior to Jao's study, some earlier researchers had 
already g r o u p e d HSBC and Hang Seng Bank together for analysis and 
strategic differences among groups had also been observed (Wu 
1985; Chan 1986). 
47 
Second, in order to further v e r i f y whether Hang Seng Bank 
resembles more HSBC or LCBG in environmental p e r c e p t i o n and 
strategic p r a c t i c e s , the author referred to the raw data of his 
foregoing survey (Chan 1992) and carried out a follow-up a n a l y s i s . 
B r i e f l y , a l l r e p o n s e s b e t w e e n H S B G a n d H a n g S e n g B a n k o n 
environmental perception and strategic practices were c o r r e l a t e d . 
The same analysis was performed between responses of Hang Seng 
banks and m e a n responses of L C B G . In this analysis, the 
correlation between HSBC and Hang Seng Bank was found to be 0.90 
a t 0 . 0 0 1 s i g n i f i c a n t l e v e l . C o n v e r s e l y , t h e c o r r e s p o n d i n g 
correlation between Hang Seng Bank and LCBG was only 0.51 and n o 
significance was detected b y the t - t e s t . 
L a s t l y , s o m e a n e c d o t a l e v i d e n c e m a y a l s o p r o v i d e 
supplementary support to the above classification. Since A l e x A u 
assumed as the general manager of Hang Seng Bank in 1988 (further 
p r o m o t e d as chief executive in 1993) , it is noted that the bank 
has g r a d u a l l y changed its conservative style and become m o r e 
marketing oriented and aggressive. This can be reflected b y the 
bank's recent innovative approach to market credit cards through 
the sponsorship of a series of pop concerts (Fung 1994b) . This 
increased aggressiveness and innvoativeness further distinguish 
the bank from other local Chinese counterparts. In view of all 
the above findings, the present study has decided to follow Jao's 
classification. 
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Current strategic practices of HSBG, CRBG, ABG, JBG, EBG and LCBG 
A p a r t from identification of strategic groups, another m a j o r 
task of structural analysis within the industry is to examine 
current strategies of these g r o u p s . The issue is dealt w i t h in 
the following. To this end, strategic characteristics of each 
group will be discussed first. The section will then conclude 
w i t h a summary of strategic differences among the six g r o u p s . 
Hong Kong and Shanghai Banking Group (HSBG) 
M e a n w h i l e , H S B G is the largest banking group in Hong Kong 
and one of the ten largest banking groups in the world (Jao 1991; 
Bankers Handbook for Asia 1993). In the domestic commercial 
banking sector, the backbone members of the group include the Hong 
Kong Shanghai Bank (HSBC) and Hang Seng Bank whose 61.5% shares 
are owned b y the Hong Kong and Shanghai Banking Corporation 
Holdings, U . K . Being the major player in the retail m a r k e t , the 
group has accounted for 10% and 30% of Hong Kong's total bank 
assets and deposits respectively. In the home mortgage segment 
alone, it has held a share of 40% (Far Eastern Economic R e v i e w , 
30 January 1992). 
Despite these achievements, the group is currently facing 
stiff competition from other multinational banks. For instance, 
in the retail sector, it has been aggressively challenged b y the 
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Bank of China (BOC) g r o u p . In fact, the PRC-dominated A T M 
n e t w o r k , J E T C O h a s a l r e a d y o u t n u m b e r e d H S B G ' s E T C n e t w o r k . 
M o r e o v e r , in other wholesale segments such as foreign e x c h a n g e , 
s y n d i c a t e d loan, and securitization, its share is also far from 
dominant due to the presence of other foreign banks (Jao 1 9 9 1 ) . 
There are several reasons accounting for the decrease in 
dominance of the g r o u p . First, with the advent of financial 
internationalization, m a n y multinational banks entered into the 
Hong Kong market in the 1980s. These experienced and resourceful 
players h a v e p o s e d a new wave of competitive pressures on H S B G . 
Second, w i t h regulatory changes like the introduction of a n e w 
accounting arrangement (Jao 1991) and the establishment of the 
Hong Kong M o n e t a r y A u t h o r i t y (Hong Kong Monetary A u t h o r i t y A n n u a l 
Report 1993), the group has gradually lost its privileges of 
being a quasi-central bank for Hong Kong. These changes have 
a d v e r s e l y affected competitive advantages of the g r o u p . T h i r d , 
the modernization process of China since 1978 and the approach of 
1997 have prompted the rise of the B〇C group in Hong K o n g . The 
growth of this new retail giant has created considerable pressures 
on H S B G . 
As the group is still the market leader in the domestic 
retail sector, its major strategic stands seem to be rather 
straightforward. First, it will endeavour to retain its market 
leadership in the present domains. This can be achieved through 
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the g r o u p ' s strong customer base and extensive branch n e t w o r k (Jao 
1988, 1991) . Second, to avoid over-relying on the Hong Kong 
m a r k e t , the group has long been pursuing internationalization 
through the acquisition of finanical institutions in countries 
such as the United States, Canada, Australia and the U n i t e d 
K i n g d o m . Among others, the merger with the British M i d l a n d Bank 
in 1992 was regarded as the most significant step for the group to 
develop its European b u s i n e s s . Besides commercial considerations, 
some suspected the merger was also based on political reasons 
(Fast Eastern Economic Review, 21 M a y 1992; South China M o r n i n g 
Post, 25 A p r i l 1992) • This suspicion is given even more g r o u n d 
w h e n judged in light of the domicile transfer of HSBC to the 
U n i t e d Kingdom in 1991. Indeed, some even commented the move as "a 
serious indictment of China's perceived ability or intention to 
m a i n t a i n Hong Kong's status quo“ (Mulcahy 1991). 
As 1997 approaches, it is likely the group will continue its 
internationalization strategy to minimize the political risk. In 
this respect, some predicted that the group would eventually lower 
its proportion of total assets and profits in Hong Kong to no m o r e 
than 25% and 15% respectively (Jao 1991). This move is alongside 
the ‘tripartite strategic mode' that has long been pursued b y the 
group, i.e. to have a more balanced distribution of businesses 
among A s i a , North Amercia and Europe. 
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China Related Banking Group (CRBG) 
The group in Hong Kong m a i n l y comprises the thirteen s i s t e r 
b a n k s of the B〇C group, plus the Ka Wah Bank and Union Bank w h o s e 
m a j o r i t y shareholding is owned b y the PRC entities. G i v e n the 
d o m i n a n c e of the thirteen sister banks within the g r o u p , the 
following analysis will focus on them. 
The Bank of China, the most long established m e m b e r of the 
group was formed in August 1905. It is now a state s p e c i a l i z e d 
foreign exchange bank under the supervision of China's c e n t r a l 
b a n k , the People's Bank of China. Given the bank's unique s t a t u s , 
it is b e l i e v e d that it will eventually take over HSBC and b e c o m e 
the quasi-central bank of Hong Kong {Wan 1991). In M a y 1994, the 
Bank started issuing notes for Hong Kong with an initial w o r t h of 
H K $ 3 b . This will further be increased to HK$lOb b y 1996 (Banking 
W o r l d Hong Kong, June 1994). 
Among the thirteen sister banks of the group, nine w e r e 
incorporated in China and four were incorporated locally. T h e y 
are all under the leadership and co-ordination of the Bank of 
China, Hong Kong and Macau Regional Office. The office in turn 
reports to and communicates with the Beijing headquarter d i r e c t . 
U n d e r the supervision and liaison of this office, the thirteen 
sister banks have tried to develop their specialized b u s i n e s s e s 
a n d a v o i d d i r e c t c o m p e t i t i o n . F o r e x a m p l e , t h e B a n k of 
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C o m m u n i c a t i o n s is active in m o n e y and foreign exchange markets； 
N a n y a n g C o m m e r c i a l Bank co-ordinates the group's credit card 
business； Po Sang Bank specializes in g o l d trading； and Sin Hua 
B a n k is h e a v i l y involved in industrial advances (Wan 1991) • 
F u r t h e r m o r e , to s t r e n g t h e n i n t r a - g r o u p c o - o r d i n a t i o n , t h e s e 
t h i r t e e n sister banks have recently set up a centralized c o m p u t e r 
c e n t r e in Fo T a n , Shatin to oversee the computing o p e r a t i o n s of 
all the m e m b e r b a n k s . All these developments have s i g n a l l e d an 
i n c r e a s i n g co-ordination in strategic effort within this g r o u p . 
Since the opening up of China, this banking g r o u p has 
e x p e r i e n c e d tremendous g r o w t h . For the past few y e a r s , the 
g r o u p has Tnaintained an average annual growth of 25% in b o t h 
d e p o s i t a n d loan b u s i n e s s e s . T o d a y , it is the second largest 
c o m m e r c i a l banking group in Hong Kong and accounts for 20% and 8% 
of H o n g K o n g ' s t o t a l b a n k d e p o s i t s a n d a s s e t s r e s p e c t i v e l y 
(Bankers H a n d b o o k for Asia 1993). 
G i v e n its close tie with China, the group has a strong 
c o m p e t i t i v e edge in China-related b u s i n e s s e s . These include trade 
financing, project financing and syndication (Hsu, Chan and Y o u n g 
1991) . In the domestic market, the group has also d e p l o y e d its 
u n i q u e a d v a n t a g e s , namely ‘ethnic tie‘ and ‘China link' to a t t r a c t 
c u s t o m e r s . The group has mainly targeted the lower to lower-
m i d d l e income individuals, traditional Hong Kong Chinese m e r c h a n t s 
a n d C h i n a - r e l a t e d c o m p a n i e s (Jao 1 9 8 8 ) . A p a r t f r o m t h e 
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traditional services, the group has expanded r a p i d l y into n e w 
areas such as N C D s , securities trading, foreign currency d e p o s i t s , 
e t c . In some cases, the group even acted as a p i o n e e r for 
i n t r o d u c i n g n e w f i n a n c i a l s e r v i c e s . T h e s e i n c l u d e E u r o p e a n 
C u r r e n c y U n i t (ECU) deposits, five-year fixed rate m o r t g a g e s and 
foreign currency options for retail customers (Jao 1988)• 
In v i e w of the group's strong China link, its dominance in 
the Hong Kong banking industry will keep on increasing as 1997 
a p p r o a c h e s . H o w e v e r , given the inherent lower corporate image a n d 
efficiency of the g r o u p , it m a y encounter difficulty in a t t r a c t i n g 
more affluent individuals when compared w i t h prestigious W e s t e r n 
b a n k s . This m a y call for a repositioning of the group if it r e a l l y 
wants to overtake HSBG one d a y . To rebuild its image and improve 
e f f i c i e n c y , s o m e s u g g e s t e d t h e u r g e n t n e e d to c u t d o w n 
bureaucracy, delegate authority more effectively and strengthen 
staff quality (Wan 1991). 
American Banking Group (ABG) 
The group comprises all licensed banks whose country of 
beneficial ownership is the United States. Of the fourteen group 
members in the territory, thirteen are incorporated in the U n i t e d 
States. The exception is Bank of America (Asia) Limited w h i c h is 
f u l l y o w n e d b y B a n k of A m e r i c a . A m o n g t h e t h i r t e e n b a n k s 
incorporated in the United States, Citibank, Chase Manhattan B a n k , 
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B a n k of A m e r i c a a n d A m e r i c a n E x p r e s s Bank are the m o s t l o n g 
s t a n d i n g A m e r i c a n b a n k s in H o n g K o n g . C o n s e q u e n t l y , t h e y a r e n o t 
s u b j e c t to the one b r a n c h r e s t r i c t i o n and h a v e e s t a b l i s h e d a 
c o n s i d e r a b l e p r e s e n c e in the r e t a i l m a r k e t . In. a d d i t i o n , m o s t 
A m e r i c a n b a n k s have a l s o b e e n a c t i v e in w h o l e s a l e b a n k i n g a r e a s 
like c o r p o r a t e financing a n d t r e a s u r y (Jao 1 9 8 8 ) . 
O w i n g t o r i c h e x p e r i e n c e i n i n t e r n a t i o n a l b a n k i n g a n d 
a d v a n c e m e n t in f i n a n c i a l t e c h n o l o g y of the U n i t e d S t a t e s , its 
b a n k s h a v e l o n g b e e n r e g a r d e d a s w e l l - e n d o w e d i n f i n a n c i a l 
i n n o v a t i o n a n d p r o d u c t d i f f e r e n t i a t i o n (Cho 1985； B e l l a n g e r 1 9 9 1 ) . 
I n a d d i t i o n , s i n c e m o s t A m e r i c a n b a n k s h a v e b e e n o p e r a t i n g 
g l o b a l l y for d e c a d e s , their i n t e r n a t i o n a l n e t w o r k h a s e n a b l e d t h e m 
to serve their c o r p o r a t e clients e f f i c i e n t l y all o v e r the w o r l d 
(Ball a n d T s c h o e g l 1982; Y a n n o p o u l o s 1 9 8 3 ) . T h e s e c o m p e t i t i v e 
a d v a n t a g e s have also b e e n found in A m e r i c a n b a n k s o p e r a t i n g h e r e 
(Chan 1 9 9 4 ) . 
D e s p i t e basic s i m i l a r i t y , some strategic v a r i a t i o n s h a v e 
b e e n o b s e r v e d among A m e r i c a n banks operating in the t e r r i t o r y . 
F o r i n s t a n c e , g i v e n t h e i r d o m e s t i c b r a n c h n e t w o r k a n d 
i n t e r n a t i o n a l r e p u t a t i o n , C i t i b a n k and Chase M a n h a t t a n B a n k h a v e 
b e e n a c t i v e in c u l t i v a t i n g r e t a i l b u s i n e s s e s f r o m t h e m o r e 
a f f l u e n t i n d i v i d u a l s . Due to their b e t t e r customer s e r v i c e s , t h e y 
have b o t h b e c o m e m a j o r p l a y e r s in p r i v a t e b a n k i n g a n d the c r e d i t 
c a r d b u s i n e s s e s in H o n g Kong (Economic D i g e s t , 10 J u n e 1991； H o n g 
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Kong M a r k e t , 5 September 1992). Conversely, Bank of A m e r i c a has 
a d o p t e d a different strategy since 1985. It has scaled down its 
retail operations and strengthened its wholesale and m e r c h a n t 
b a n k i n g businesses (Jao 1988) . A t present, the bank has s h i f t e d 
m o s t of the retail business to its recently a c q u i r e d local 
p a r t n e r , Security Pacific Asian B a n k . The bank was r e n a m e d as 
Bank of America (Asia) Limited after the acquisition (Fung 
1994a) . Lastly, for American Express Bank, it has long b e e n 
targeting only the credit card and travelling-related m a r k e t 
segments. 
In sum, owing to their home banking problems such as d e f a u l t 
in p r o p e r t y loans and leverage b u y o u t , American banks h a v e b e e n 
forced to trim down their overseas operations. In fact, the 
number of American banks in Hong Kong has already d e c l i n e d from 
twenty one to fourteen between 1987 and 1992. Within the same 
p e r i o d , the shares of ABG's total bank assets and deposits in Hong 
Kong have also shrunk from 7% and 11% to 5% and 8% r e s p e c t i v e l y . 
In terms of amount of investment, the group seems to be g r a d u a l l y 
taken over b y JBG (Hong Kong Commissioner of Banking A n n u a l Report 
1 9 9 2 ) . D e s p i t e t h i s , m o s t A m e r i c a n B a n k s h e r e a r e s t i l l 
recognized as significant players due their corporate image and 
p r o p r i e t a r y advantages in specific product markets. 
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Japanese Banking Group (JBG) 
Like its American counterpart, JBG refers to all licensed 
banks whose country of beneficial ownership is J a p a n . 〇f the 
t h i r t y s e v e n m e m b e r s w i t h i n t h e g r o u p , t w o a r e l o c a l l y 
incorporated. They are Chekiang First Bank and Kwong On Bank 
whose shares are held in majority b y Dai-Ichi Kangyo Bank and Fuji 
Bank respectively. Of all the J a p a n - d o m i c i l e d banks, Bank of 
Tokyo, Sanwa Bank, and Sumitomo Bank came to Hong Kong before M a y 
1981 and thus are not subject to the one branch restriction. 
A t the initial stage of their presence, most Japanese banks 
used Hong Kong as a loan booking centre. In the late 1970s and 
early 1980s, they became heavily engaged in syndication due to the 
e c o n o m i c t a k e - o f f of m o s t A s i a n c o u n t r i e s . F o l l o w i n g t h i s , 
Japanese banks shifted their attention to securities underwriting, 
treasury activities and China-related businesses (Jao 1988) . In 
particular, their involvement in securities underwriting in Hong 
Kong is m a i n l y because they are prohibited from conducting this 
business in Japan (Mushkat 1989)• 
While most of the Japanese city banks have already set up 
branches in Hong Kong, more and more regional banks have begun to 
establish their foothold here. At the moment, among sixty four 
Japanese regional banks, thirteen have branches in Hong K o n g . In 
addition, the other twenty five have already got other forms of 
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p r e s e n c e (Bankers Handbook for Asia 1 9 9 2 ) . In g e n e r a l , their 
r e a s o n s of e n t r y are two-fold: (1) to tap b u s i n e s s o p p o r t u n i t i e s 
a v a i l a b l e in H o n g Kong and n e a r b y economies； and (2) to follow 
t h e i r h o m e customers (Chan 1994). 
A S m e n t i o n e d in Chapter 1, the Japanese group is n o w the 
m o s t s i g n i f i c a n t banking group in Hong Kong in terms of assets a n d 
loan a d v a n c e s . On the contrary, its share in deposits is r a t h e r 
s m a l l . This m i x e d performance m a i n l y attributes to the t e n d e n c y 
of J a p a n e s e banks to b o o k their loans in Hong Kong for tax 
p u r p o s e s and their relatively small b r a n c h n e t w o r k u n d e r the one 
b r a n c h r e s t r i c t i o n (Ho 1991a). 
W i t h r e s p e c t to competitive advantages of J a p a n e s e b a n k s , 
J a p a n ' s r a p i d g r o w t h in foreign trade, and close c o - o p e r a t i o n 
b e t w e e n its b a n k s and multinational companies w e r e cited as the 
m a j o r factors (Adams and Hoshii 1972; de la B a u m e and G u p t a 1 9 9 1 ) . 
T h e s e factors allowed Japanese banks to develop a m o r e c o m p e t i t i v e 
cost structure and secure b^isinesses in overseas m a r k e t s m o r e 
e a s i l y s i m p l y b y following their home c u s t o m e r s . In a d d i t i o n , 
g i v e n t h e i r t r a d i t i o n a l l o n g t e r m p e r s p e c t i v e a n d g r e a t e r 
financial r e s o u r c e s , Japanese banks have frequently r e s o r t e d to 
cost l e a d e r s h i p to attract customers (Burton and Saelens 1 9 8 6 ) . 
T h e y h a v e d o n e this through offering a m o r e attractive lending 
rate w h i c h h a s been criticized b y some commentators as "loan 
dumping" (Euromoney 1979)• 
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D e s p i t e their traditional edge, Japanese banks have r e c e n t l y 
suffered from the 8% capital adequacy ratio (CAR) imposed in H o n g 
K o n g . Since Japanese banks have traditionally kept a v e r y low CAR 
and h e a v i l y relied on shares to support their s u p p l e m e n t a r y (or 
tier 2) capital, the new requirement has affected them a d v e r s e l y . 
This is especially true when regarding the drastic decline of the 
Japanese stock price and huge b a d debts of Japanese banks (Dai-
Ichi Kangyo Bank Economic Report, December 1993)• C o n s e q u e n t l y , 
Japanese banks have b e e n forced to decelerate their expansion in 
order to satisfy the n e w rule. For reference, the CAR of m a j o r 
Japanese city banks in 1991 and 1992 has been compiled in A p p e n d i x 
I. As n o t e d in the A p p e n d i x , m o s t Japanese banks o n l y h a d a CAR 
b a r e l y higher than 8% (one bank did not even reach 8%) . In 
addition, when compared between 1991 and 1992, the CAR of m o s t 
banks also deteriorated slightly. 
European Banking Group (EBG) 
The group here comprises all licensed banks whose c o u n t r y of 
beneficial ownership is any one of the European countries, but 
excludes members of H S B G . Among all its members, Standard 
Chartered Bank is the oldest European bank in Hong K o n g . Its first 
branch was established in 1859. As a note issuing bank, one of 
the three continuing members of the Committee of the Hong Kong 
Association of Banks, and rotating chairman of the A s s o c i a t i o n , 
Standard Chartered Bank was once regarded as the second largest 
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c o m m e r c i a l b a n k i n g e n t i t y in H o n g K o n g . H o w e v e r , its p o s i t i o n w a s 
o v e r t a k e n b y the B〇C g r o u p in the e a r l y 1 9 8 0 s . A t the m o m e n t , 
the b a n k ' s m a j o r stake is still in the A s i a P a c i f i c r e g i o n w h e r e 
it g e n e r a t e s o v e r 70% of its total p r o f i t s (Standard C h a r t e r e d PLC 
A n n u a l R e p o r t 1991)• As regards its future s t r a t e g i c m o v e in 
H o n g K o n g , the b a n k has p l a n n e d to f u r t h e r e x p a n d its f e e - b a s e d 
s e r v i c e s , p a y m o r e a t t e n t i o n to n e w p r o d u c t d e v e l o p m e n t a n d l o w e r 
its c o s t / r e v e n u e r a t i o b e l o w 6 0 % . L i k e those r e t a i l o r i e n t e d 
A m e r i c a n b a n k s , S t a n d a r d C h a r t e r e d B a n k has a l s o a g g r e s s i v e l y 
p r o m o t e d its p r i v a t e b a n k i n g s e r v i c e , 'Priority B a n k i n g ' (Standard 
C h a r t e r e d PLC A n n u a l R e p o r t 1991) . In this r e s p e c t , the b a n k is 
a l s o in k e e n c o m p e t i t i o n w i t h r e t a i l b a n k i n g g r o u p s o r b a n k s like 
H S B G , C i t i b a n k a n d C h a s e M a n h a t t a n B a n k as t h e y are r a t h e r s i m i l a r 
in their t a r g e t m a r k e t s . 
A p a r t from S t a n d a r d C h a r t e r e d B a n k , m o s t E u r o p e a n b a n k s 
came to H o n g K o n g o n l y after M a y 1981 and are t h e r e f o r e s u b j e c t to 
the one b r a n c h r e s t r i c t i o n . A s a r e s u l t , E u r o p e a n b a n k s are 
m a i n l y e n g a g e d in the w h o l e s a l e b u s i n e s s e s s u c h as f o r e i g n 
e x c h a n g e d e a l i n g , a n d m o n e y and capital m a r k e t o p e r a t i o n s (Jao 
1988) . In light of t h i s , their strategies do n o t d e v i a t e w i d e l y 
from o t h e r late c o m i n g A m e r i c a n b a n k s , n a m e l y , b o t h are e m p l o y i n g 
t h e n i c h e s t r a t e g y (Chan 1 9 9 2 ) . S i m i l a r l y , in t e r m s o f 
c o m p e t i t i v e a d v a n t a g e s , these E u r o p e a n b a n k s have also r e l i e d on 
c o r p o r a t e image a n d p r o d u c t d i f f e r e n t i a t i o n for c o m p e t i t i o n 
(Canals 1993； Chan 1 9 9 4 ) . This a t t r i b u t e s to their l o n g e r 
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h i s t o r y in financial development and their richer experience in 
international banking operations (Canals 1993). In v i e w of the 
r e g u l a t o r y restriction, it is predicted that European banks will 
k e e p o n p r a c t i s i n g t h e n i c h e s t r a t e g y b y c o n c e n t r a t i n g o n 
w h o l e s a l e businesses both in Hong Kong and n e a r b y e c o n o m i e s . If 
chances a r i s e , they would also consider the opportunity of getting 
a f o o t h o l d in t h e d o m e s t i c r e t a i l m a r k e t b y i n t e g r a t i n g 
h o r i z o n t a l l y with local Chinese b a n k s . Nevertheless, g i v e n the 
i n t e n s e c o m p e t i t i o n in t h e r e t a i l m a r k e t , t h i s h o r i z o n t a l 
integration is unlikely to be their major strategic thrust. 
Local Chinese Banking Group (LCBG) 
The group here denotes all licensed banks whose beneficial 
ownership is held b y local Chinese but excludes members from all 
foregoing banking g r o u p s . Generally, all the local Chinese banks 
are h e a v i l y engaged in domestic retail businesses. Due to their 
‘neighbourhood image', they have mainly served the indigenous 
p o p u l a t i o n , particularly customers from lower strata (Jao 1988). 
In addition, the ethnic origin of owners also affects the market 
segment of local Chinese banks. For instance, around 50% of Liu 
Chong Hing Bank's customers originated from Chou Zhou, a county in 
the Southern part of China (Paisley 1994). Indeed, cultural 
p r o x i m i t y and familiarity can be regarded as the major competitive 
edge of the group (Chan 19 92). 
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W h e n c o m p a r e d w i t h other retail g i a n t s like H S B G a n d C R B G , 
t h i s g r o u p is o n l y a s e c o n d a r y p l a y e r in the retail m a r k e t (Jao 
1988； C h a n 1 9 9 2 ) . The c o n t i n u e d s h r i n k i n g of the g r o u p a t t r i b u t e s 
to s e v e r a l f a c t o r s . F i r s t , the influx of foreign b a n k s a n d the 
s t r e n g t h e n i n g of the B〇C g r o u p h a v e g r e a t l y o v e r s h a d o w e d the l o c a l 
C h i n e s e p l a y e r s . S e c o n d , p r e v i o u s m a l p r a c t i c e s of some l o c a l 
b a n k s a n d the o c c u r r e n c e of b a n k i n g crises h a v e led to the 
c o l l a p s e of several m a j o r local Chinese b a n k s (Ghose 1987) . F o r 
t h o s e t h a t s u r v i v e d , some of their e q u i t y was a c q u i r e d b y f o r e i g n 
b a n k s d u r i n g the t u r m o i l (Ghose 1987； Jao 1988； N y a w a n d L a u 
1991) • D e p e n d i n g on the exact a r r a n g e m e n t , this a c q u i s i t i o n m a y 
h a v e e i t h e r p o s i t i v e or n e g a t i v e effects on local b a n k s . From a 
p o s i t i v e v i e w p o i n t , it h e l p s s t r e n g t h e n the resources a n d image of 
i n d i g e n o u s b a n k s . This b e n e f i t w o u l d b e even g r e a t e r if the l o c a l 
b a n k retains its p o w e r of control after the strategic a l l i a n c e . 
H o w e v e r , if this is n o t the c a s e , the a c q u i s i t i o n m a y result in 
the local p a r t n e r b e i n g s u b s u m e d as a retail arm u n d e r the 
d i r e c t control of the foreign p a r t n e r . C o n s e q u e n t l y , the n u m b e r 
of ‘pure‘ local C h i n e s e banks w o u l d be further r e d u c e d . 
In the years to come, it is p r e d i c t e d that the g r o w t h of 
local C h i n e s e b a n k s w i l l remain g r e a t l y h i n d e r e d b y their l i m i t e d 
r e s o u r c e s (Lee 1 9 8 6 ) . To resolve this, local Chinese b a n k s s h o u l d 
a v o i d m a s s m a r k e t i n g a n d concentrate on the few niches w h e r e t h e y 
h a v e c o m p e t i t i v e a d v a n t a g e s . M o r e o v e r , to enhance h u m a n capital 
of local b a n k s , it is r e c o m m e n d e d that they should not c o n f i n e 
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m a n a g e m e n t f u n c t i o n s to f a m i l y m e m b e r s of the o w n e r . R a t h e r , t h e y 
s h o u l d a b s o r b o t h e r o u t s i d e p r o f e s s i o n a l s to help run the b u s i n e s s 
(Nyaw a n d L a u 1 9 9 1 ) . D e s p i t e its p o t e n t i a l n e g a t i v e e f f e c t , l o c a l 
C h i n e s e b a n k s s h o u l d n o t rule o u t strategic a l l i a n c e as an o p t i o n 
for e x p a n s i o n (Lee 1986； N y a w a n d L a u 1 9 9 1 ) . P r o v i d e d this c a n b e 
d o n e on a m u t u a l l y b e n e f i c i a l b a s i s , the s t r a t e g y w o u l d h e l p 
l o c a l C h i n e s e b a n k s e x t e n d t h e i r b u s i n e s s d o m a i n to b o t h the 
w h o l e s a l e s e c t o r a n d the i n t e r n a t i o n a l m a r k e t . 
Summary 
D u e to d i f f e r e n c e s in c o m p e t i t i v e a d v a n t a g e s , b a n k i n g g r o u p s 
i n H o n g K o n g v a r y i n t h e i r c o m p e t i t i v e n e s s a n d s t r a t e g i c 
p r a c t i c e s . T h e s e d i f f e r e n c e s b y and large can b e e x p l a i n e d b y 
the e c l e c t i c t h e o r y w h i c h p o s t u l a t e s the influence of h o m e c o u n t r y 
e n d o w m e n t s o n t h e a b i l i t y o f b a n k s to a c q u i r e c o m p e t i t i v e 
a d v a n t a g e s a n d p u r s u e s t r a t e g i c a l t e r n a t i v e s . In g e n e r a l , the H o n g 
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K o n g b a n k i n g i n d u s t r y has e x h i b t e d some typical s t r a t e g i c m o d e s 
c o m m o n l y found in A m e r i c a n , J a p a n e s e , E u r o p e a n a n d l o c a l C h i n e s e 
m a n u f a c t u r i n g f i r m s . T h e s e t y p i c a l m o d e s , among others include： 
(1) the e m p h a s i s on c o r p o r a t e image and p r o d u c t d e v e l o p m e n t b y 
W e s t e r n firms (Doyle, Saunders a n d Wong 1986, 1992； K o t a b e a n d 
O k o r o a f o 1 9 90 ) ； (2) the focus on cost advantage and share b u i l d i n g 
b y J a p a n e s e firms (Doyle, Saunders and W o n g 1986, 1992/ K o t l e r , 
F a h e y a n d J a t u s r i p i t a k 1986)/ a n d (3) h e a v y influences of f a m i l y 
tie a n d guanxi on o p e r a t i o n s of Chinese firms (Shih 1985; Go 1985; 
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T s e et al 1988； D a v i s et al 1 9 9 5 ) . 
I n a d d i t i o n t o t h e c o u n t r y of o r i g i n e f f e c t , o t h e r 
e n d o w m e n t s s u c h as a g o o d r a p p o r t w i t h the g o v e r n m e n t m a y a l s o 
w a r r a n t a n a d d i t i o n a l c o m p e t i t i v e e d g e a n d d i f f e r e n c e s i n 
s t r a t e g i c b e h a v i o u r . The q u a s i - b a n k status of H S B G a n d C h i n a l i n k 
of CRBG are g o o d e x a m p l e s of t h i s . In sum, w h i l e e m p i r i c a l 
e v i d e n c e has a l r e a d y d e m o n s t r a t e d the a d v a n t a g e a n d s t r a t e g i c 
d i f f e r e n c e s a m o n g t h e s i x s t r a t e g i c g r o u p s i n t h e c u r r e n t 
e n v i r o n m e n t a l s e t t i n g (Jao 1 9 8 8 ; C h a n 1 9 9 4 ) , i t w o u l d b e 
i n t e r e s t i n g to see w h e t h e r the same differences e x i s t u n d e r the 
m o r e d y n a m i c SAR r e g i m e . This issue forms an i m p o r t a n t a r e a of 
i n v e s t i g a t i o n in the p r e s e n t s t u d y . 
A f t e r r e v i e w i n g l i t e r a t u r e relating to the c u r r e n t b a n k i n g 
e n v i r o n m e n t a n d s t r a t e g y , t h e n e x t c h a p t e r w i l l p r o p o s e a 
f r a m e w o r k for use to examine the b a n k i n g environment a n d s t r a t e g y 
of H o n g Kong after 1 9 9 7 . The input from these two c h a p t e r s w i l l 
t h e n b e e m p l o y e d to formulate r e s e a r c h hypotheses in C h a p t e r I V . 
64 
CHAPTER III 
PROPOSED FRAMEWORK FOR STUDYING BANKING ENVIRONMENT 
AND STRATEGY 
In order to study the Hong Kong banking environment and 
b a n k s ' strategy after 1997, it is important to first develop a 
framework to link both 'environment' and ‘strategy' together. To 
this end, this chapter will propose and discuss a framework of 
strategy formulation for use in the Hong Kong banking sector. 
An Overview of Strategy Formulation 
The cornerstone relating to strategy formulation can be 
traced back to the 1960s. At that time, strategy specialists like 
Ansoff (1965) and Andrews (1971) proposed the renowned framework 
of SWOT analysis. This framework points out the dynamic nature of 
strategy formulation whereby the management needs to figure out a 
g o o d m a t c h i n g b e t w e e n o r g a n i z a t i o n a l c o m p e t e n c i e s a n d 
environmental forces in a continuous manner. Based on m a j o r 
premises of these earlier works, later scholars like H a x and 
Majluf (1984) advanced a more formalized approach for strategy 
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formulation in the 1980s. Around the same time, Porter (1980, 
198 5) also p r o p o s e d his famous models for competitive and i n d u s t r y 
a n a l y s i s . There is a common thread between the works of these 
later s c h o l a r s . Briefly, they all viewed strategy formulation as 
comprising several essential components and being able to be 
categorized into certain "generic classifications" (Mintzberg and 
Quinn 1 9 9 2 ) . B y taking a closer examination, most of these w o r k s 
are seen to carry over a central thrust of the earlier SWOT 
f r a m e w o r k , n a m e l y t h e r e c o g n i t i o n of i n f l u e n c e s of e x t e r n a l 
environment and internal competency on strategic r e s p o n s e s . This 
t h r u s t f o r m s t h e b a s i s f o r t h e f r a m e w o r k p r o p o s e d i n t h e 
following• 
Proposed Framework for Strategy Formulation 
T o e x a m i n e t h e e n v i r o n m e n t a l p e r c e p t i o n a n d s t r a t e g i c 
responses of the Hong Kong banks after 1997, the p r e s e n t study 
v i e w s s t r a t e g y f o r m u l a t i o n a s . c o m p r i s i n g a n u m b e r of m a j o r 
components. This is shown in Figure 3.1. Elaboration of these 
components are given b e l o w . 
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Figure 3.1 - A Proposed Framework for Strategy Formulation 
in the Hong Kong Banking Industry 
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Environmental Assessment 
In l i t e r a t u r e , there is n o shortage of d e f i n i t i o n s for 
e n v i r o n m e n t (Miles 1980; R o b b i n s 1 9 9 0 ) . In sum, t h e i r c o m m o n 
t h r e a d v e s t s in forces o u t s i d e o r g a n i z a t i o n s . T h e s e forces are 
l a r g e l y b e y o n d the c o n t r o l of o r g a n i z a t i o n s but a f f e c t i n g t h e i r 
o p e r a t i o n s c o n s i d e r a b l y (Haas a n d D r a b e k 1973； H a n n a n a n d F r e e m a n 
1977 ； A l d r i c h 1979; W h o l e y a n d B r i t t a i n 1986) . In o t h e r w o r d s , 
e n v i r o n m e n t can be c o n c e i v e d as the p a t t e r n of a l l the e x t e r n a l 
c o n d i t i o n s and i n f l u e n c e s that a f f e c t the life a n d d e v e l o p m e n t of 
o r g a n i z a t i o n s (Andrews 1 9 7 1 ) . 
A t this p o i n t , it is i m p o r t a n t to d i s t i n g u i s h b e t w e e n the 
g e n e r a l e n v i r o n m e n t a n d specific e n v i r o n m e n t (Robbins 1 9 9 0 ) . S o m e 
s c h o l a r s also called these two the remote e n v i r o n m e n t a n d t a s k 
e n v i r o n m e n t r e s p e c t i v e l y (Thompson 1967; D a f t , S o r m u n e m a n d Parks 
1988) . B r i e f l y , the g e n e r a l e n v i r o n m e n t e n c o m p a s s e s c o n d i t i o n s 
that m a y have an impact on o r g a n i z a t i o n s , but their r e l e v a n c e is 
not o v e r t l y c l e a r . C o n v e r s e l y , the specific e n v i r o n m e n t r e f e r s to 
t h e e n v i r o n m e n t a l d o m a i n t h a t is d i r e c t l y r e l e v a n t t o 
o r g a n i z a t i o n s in a c h i e v i n g their g o a l s . In any e v e n t , it is the 
s p e c i f i c e n v i r o n m e n t w i t h w h i c h m a n a g e m e n t w i l l be c o n c e r n e d 
b e c a u s e it is m a d e up of those critical c o n s t i t u e n c i e s that can 
p o s i t i v e l y or n e g a t i v e l y influence o r g a n i z a t i o n a l e f f e c t i v e n e s s 
(Robbins 1 9 9 0 ) . 
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A s r e g a r d s the m e a s u r e m e n t of e n v i r o n m e n t , there are d i v e r s e 
v i e w s o n h o w it s h o u l d be a s s e s s e d a n d w h i c h e n v i r o n m e n t a l 
c o m p o n e n t s s h o u l d b e taken into a c c o u n t . E m p i r i c a l s t u d i e s 
g e n e r a l l y e m p l o y e d either one of the two m e t h o d s to m e a s u r e the 
e n v i r o n m e n t . The first a p p r o a c h u s e d p e r c e p t u a l m e a s u r e s , u s u a l l y 
t a k e n a l o n g two d i m e n s i o n s (Lawrence a n d L o r s c h 1967/ D u n c a n 
1972) . T h i s a p p r o a c h , h o w e v e r is f r a u g h t w i t h c o n c e p t u a l a n d 
m e t h o d o l o g i c a l p r o b l e m s . A s p o i n t e d out b y F a h e y a n d N a r a y a n a n 
(1986), a n a l y z i n g the e n v i r o n m e n t as a w h o l e or r e d u c i n g it to few 
p e r c e p t u a l m e a s u r e s is impossible since it is too c o m p l e x a n d 
i n t e r c o n n e c t e d . 
T h i s d i s a g r e e m e n t leads to the s e c o n d a p p r o a c h of t r e a t i n g 
e n v i r o n m e n t a s c o m p r i s i n g a n u m b e r o f f a c t o r s o r s e g m e n t s . 
S e v e r a l similar b u t n o t e n t i r e l y i d e n t i c a l c a t e g o r i z a t i o n s for 
e n v i r o n m e n t h a v e b e e n a d v o c a t e d (e.g. C h u r c h m a n 1968； B e n n e t t 
1988; J a u c h a n d G l u e c k 1989/ M c C a r t h y a n d P e r r e a u l t 1990; L a m b , 
H a i r a n d M c D a n i e l 1 9 9 2 ) . These range from K o t l e r ' s c o m p r e h e n s i v e 
c l a s s i f i c a t i o n of macro- and micro- m a r k e t i n g e n v i r o n m e n t s to the 
c o n c i s e PEST analysis (Kotler 1991; W i l s o n and G i l l i g a n w i t h 
P e a r s o n 1992) . A l t h o u g h all these frameworks are w o r t h r e f e r r i n g 
to i n o n e w a y o r a n o t h e r , it is b e l i e v e d t h a t t h e a c t u a l 
c a t e g o r i z a t i o n of environmental factors should d e p e n d on the 
subject of i n v e s t i g a t i o n and the directness of these f a c t o r s to 
the s u b j e c t . This means as long as the factors w o u l d d i r e c t l y 
i n f l u e n c e g o a l a t t a i n m e n t of o r g a n i z a t i o n s w i t h i n the i n d u s t r y , 
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they should be considered (Dill 1985). This principle will be 
a d h e r e d to throughout the study. 
Internal Assessment 
A f t e r identifying the major opportunities and threats that 
emerge from the environment, each organization should identify its 
distinctive competencies (Abell and Hammond 1979) . In o t h e r 
w o r d s , each organization has to find out its own m o d e of d o i n g 
b u s i n e s s , its strengths or resources that distinguish it from 
other competitors. Along with this, the value chain m o d e l of 
Porter (1985) maintained that the competencies of organizations 
are to create value for buyers. In assessing the effectiveness 
of organizations in value creation, the management should h e n c e 
examine the performance of all the ‘value chain activities' (five 
p r i m a r y and four support activities) and their interaction. 
T h u s , t h i s a p p r o a c h c a n b e s e e n as d e s c r i b i n g h o w 
organizations can achieve higher competitive advantages through a 
better arrangement of their value chain rather than identifying 
from which sources advantages can be derived. For the latter 
issue, Porter (1985) advanced that there are two basic types of 
c o m p e t i t i v e a d v a n t a g e s , n a m e l y l o w c o s t a n d d i f f e r e n t i a t i o n . 
N e v e r t h e l e s s , some scholars cast doubt on whether low cost is 
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simply a special type of differentiation (Mintzberg and Quinn 
1 9 9 2 ) . 
When compared with Porter's binary c l a s s i f i c a t i o n for 
c o m p e t i t i v e advantages, the categorization employed b y G u i l t i n a n 
a n d Paul (1994) seems to b e more c o m p r e h e n s i v e . In sum, t h e s e two 
s c h o l a r s i d e n t i f i e d t h e f o l l o w i n g t h r e e m a j o r s o u r c e s o f 
advantages： 
1. superior skills： This type of advantage exists w h e n 
one competitor has the a b i l i t y to p e r f o r m a f u n c t i o n 
m o r e effectively than its c o m p e t i t o r s . T h e s e s k i l l s 
i n c l u d e c a p a b i l i t y in p r o d u c t d i f f e r e n t i a t i o n , 
innovation, marketing and p r o d u c t i o n . 
2. Systems or arrangements： This source refers to 
arrangements that can enhance organizations' p o s i t i o n 
b y virtue of strengthening their ties w i t h c u s t o m e r s . 
For the banking industry, this includes an e f f i c i e n t 
service delivery system and strategic alliance b e t w e e n 
b a n k s . 
3. Resources: Three types of advantages are p r o p o s e d 
h e r e , n a m e l y , i n t e l l e c t u a l p r o p e r t y r i g h t s , b r a n d 
equity and tangible r e s o u r c e s . Given the a b s e n c e of 
patent protection for b a n k i n g products (Ennew, W r i g h t 
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and Thwaites 1993), the latter two are more r e l e v a n t 
for the banking industry. Brand equity refers to 
brand name and corporate quality as mentioned e a r l i e r . 
This is also similar to the image differentiation p u t 
f o r w a r d b y M i n t z b e r g ( M i n t z b e r g a n d Q u i n n 1 9 9 2 ) . 
Tangible resources are concerned with o r g a n i z a t i o n s ' 
physical assets such as computing facilities, h u m a n 
resources and financial resources. 
A l t h o u g h t h i s c l a s s i f i c a t i o n c a p t u r e s m o s t s o u r c e s of 
competitive advantages, it seems to ignore those derived from 
cultural p r o x i m i t y and familiarity. In fact, the influence of 
cultural knowledge on the managerial effectiveness has long b e e n 
recognized in literature (Lane and DiStefano 1988). The issue is 
of p a r t i c u l a r significance in the Hong Kong banking industry due 
to the presence of two ethnic Chinese groups, CRBG and L C B G . For 
this reason, the study will incorporate the cultural factor into 
analysis as w e l l . 
Lastly, when conducting internal assessment, most corporate 
planners are also concerned with how their organizations are 
p l a c e d strategically in relation to their major competitors (Jauch 
and Glueck 1989). This suggests that while organizations are keen 
to identify and evaluate all their major competitive advantages, 
t h e y a r e e q u a l l y i n t e r e s t e d in f i n d i n g o u t t h e i r o v e r a l l 
competitiveness in relation to rivals (Jauch and Glueck 1989; 
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H o o l e y and Saunders 1993). This information is important for 
o r g a n i z a t i o n s to position themselves and will also be included in 
the p r e s e n t study. 
Strategic Responses 
B r o a d l y s p e a k l y , t w o e s s e n t i a l s t r a t e g i c e l e m e n t s a r e 
i n c l u d e d h e r e , n a m e l y c o r p o r a t e m i s s i o n / o b j e c t i v e s a n d m a j o r 
strategy alternatives： 
Corporate mission/obiectives 
Mockler recently summarized works of earlier strategists on 
strategic m a n a g e m e n t . According to him, strategic m a n a g e m e n t 
involves "identifying situation context requirements - internal 
(company) and external (industry and competitive market) factors 
affecting a specific individual enterprise - and then using that 
knowledge to formulate and implement enterprise-wise strategies 
for that specific enterprise" (Mockler 1993, p p . 3 - 4 ) . 
However, a closer examination of this summary reveals that 
earlier strategy specialists seem not to have spelt out the 
importance of corporate mission and objectives clearly. Indeed' 
corporate mission and objectives can help outline the b r o a d 
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p u r p o s e o r g a n i z a t i o n s serve a n d reflect the m a n a g e m e n t ' s s p e c i f i c 
e x p e c t a t i o n s on o r g a n i z a t i o n a l p e r f o r m a n c e (Jauch a n d G l u e c k 1989; 
D o y l e 1994； G u i l t i n a n a n d Paul 1 9 9 4 ) . A m o n g o t h e r s , K o t l e r 
( 1 9 9 4 ) a s s e r t e d t h a t e n v i r o n m e n t a l f o r c e s a n d i n t e r n a l 
c o m p e t e n c i e s h i g h l y influence the f o r m u l a t i o n of c o r p o r a t e m i s s i o n 
a n d o b j e c t i v e s . This is c o n s i d e r e d as r e a s o n a b l e since it w o u l d 
b e u n u s u a l for the m a n a g e m e n t to n e g l e c t b o t h e x t e r n a l a n d 
i n t e r n a l f a c t o r s w h e n d e t e r m i n i n g t h e f u t u r e o r g a n i z a t i o n a l 
d i r e c t i o n . For this r e a s o n , ‘corporate m i s s i o n / o b j e c t i v e s ' is 
e x p l i c i t l y i n c o r p o r a t e d in Figure 3.1 in such w a y as to h i g h l i g h t 
i t s r e l a t i o n t o ‘e n v i r o n m e n t a l a s s e s s m e n t‘ a n d ' i n t e r n a l 
a s s e s s m e n t ' . 
F o r the p r e s e n t s t u d y , a few m o r e issues c o n c e r n i n g the 
c o r p o r a t e m i s s i o n and objectives n e e d to be e l a b o r a t e d . The 
first is the d i s t i n c t i o n b e t w e e n corporate m i s s i o n a n d o b j e c t i v e s . 
S t r i c t l y s p e a k i n g , a corporate m i s s i o n refers to the b r o a d p u r p o s e 
s e r v e d b y o r g a n i z a t i o n s . This p u r p o s e in turn can be c h a n n e l l e d 
into m o r e specific and concrete goals called c o r p o r a t e o b j e c t i v e s 
(Doyle 1994) • T h e r e f o r e , if corporate objectives are f o r m u l a t e d 
p r o p e r l y , t h e y should be able to reflect the o r g a n i z a t i o n a l 
m i s s i o n at least w i t h i n a specified p l a n n i n g h o r i z o n . In this 
r e g a r d , some even labelled m i s s i o n as some implied o b j e c t i v e s 
(Pearce a n d R o b i n s o n 1988) . In p r a c t i c e , it is also c o m m o n for 
c o m p a n i e s to b l u r the d i s t i n c t i o n between m i s s i o n a n d long term 
o b j e c t i v e s b y i n c o r p o r a t i n g t h e l a t t e r i n t o t h e m i s s i o n 
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s t a t e m e n t (Doyle 1994； G u i l t i n a n a n d Paul 1994) . In v i e w of the 
a b o v e a n d b e c a u s e the p r e s e n t s t u d y aims to find out w h a t the 
b a n k s p l a n to p u r s u e w i t h i n a s p e c i f i e d p e r i o d , the a n a l y s i s w i l l 
h e n c e b e c o n f i n e d to c o r p o r a t e o b j e c t i v e s o n l y . 
T h e s e c o n d issue is c o n c e r n e d w i t h d i f f e r e n t t y p e s of 
o b j e c t i v e s . In g e n e r a l , o b j e c t i v e s m a y b e e x p r e s s e d in t e r m s of 
p r o f i t a b i l i t y , p r o d u c t i v i t y , c o m p e t i t i v e p o s i t i o n , t e c h n o l o g i c a l 
l e a d e r s h i p , m a r k e t share a n d e m p l o y e e d e v e l o p m e n t (Pearce a n d 
R o b i n s o n 1 9 8 8 ) . For p r o f i t a b i l i t y , D o y l e (1994) n e v e r t h e l e s s 
a r g u e d that it w o u l d b e t a u t o l o g i c a l to include it as an o b j e c t i v e 
s i n c e p r o f i t m a x i m i z a t i o n is p r e s u m e d to b e an u l t i m a t e o b j e c t i v e 
for a l l p r o f i t m a k i n g o r g a n i z a t i o n s . H i s a r g u m e n t i m p l i e s t h a t 
o b j e c t i v e s s h o u l d n o t focus on p r o f i t itself b u t u p o n w h a t 
g e n e r a t e s i t . 
The t h i r d issue relates to the introduction of ‘ s t r a t e g i c 
f o c u s ' t o s u p p l e m e n t t h e s t u d y of ‘corporate m i s s i o n a n d 
objectives‘. The concept of strategic focus was a d v o c a t e d b y 
s t r a t e g y r e s e a r c h e r s like D o y l e , Saunders and W o n g (1986, 1 9 9 2 ) . 
It e x a m i n e s the specific o r i e n t a t i o n (marketing vs financial) h e l d 
b y o r g a n i z a t i o n s in a c h i e v i n g their long run p r o f i t a b i l i t y t a r g e t . 
B r i e f l y , these scholars a d v a n c e d that o r g a n i z a t i o n s can m e e t 
their long term p r o f i t a b i l i t y target either b y i n c r e a s i n g s a l e s 
v o l u m e or improving p r o d u c t i v i t y . For increasing sales v o l u m e , 
t h e y f u r t h e r s u g g e s t e d t h a t it c a n b e a c c o m p l i s h e d t h r o u g h 
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e x p a n d i n g the m a r k e t or a c q u i r i n g share from c o m p e t i t o r s . In 
c o m p a r i n g the s t r a t e g i c p r a c t i c e s a m o n g J a p a n e s e , A m e r i c a n a n d 
B r i t i s h f i r m s , these r e s e a r c h e r s d e v e l o p e d three s t a t e m e n t s to 
m e a s u r e t h e i r r e s p e c t i v e s t r a t e g i c focus and found t h a t J a p a n e s e 
f i r m s f o c u s e d m o r e o n s h a r e a c q u i s i t i o n t h a n t h e i r W e s t e r n 
c o u n t e r p a r t s (Doyle, S a u n d e r a n d W o n g 1992) . T o v e r i f y the 
v a l i d i t y of this finding in the d o m e s t i c b a n k i n g s e c t o r , the 
p r e s e n t s t u d y w i l l include s t r a t e g i c focus for a n a l y s i s a n d t r e a t 
it as a s u p p l e m e n t to u n d e r s t a n d the banks‘ b a s i c s t r a t e g i c 
m o t i v e . 
Maior strateav alternatives 
A c c o r d i n g to the p r o p o s e d f r a m e w o r k , two s t r a t e g i c i s s u e s 
n e e d to b e a d d r e s s e d here： 
Generic strategy 
A f t e r the c o r p o r a t e p l a n n e r has t h o r o u g h l y a n a l y z e d the 
e n v i r o n m e n t a l o p p o r t u n i t i e s a n d t h r e a t s , a s s e s s e d the c o r p o r a t e 
s t r e n g t h s and w e a k n e s s e s , and r e - e x a m i n e d ideal o b j e c t i v e s in 
light of the e x p e c t e d outcomes b a s e d on p u r s u i n g the e x i s t i n g 
s t r a t e g y , he m a y d i s c o v e r that a gap b e t w e e n ideal a n d e x p e c t e d 
p e r f o r m a n c e outcomes exists (Jauch and G l u e c k 1 9 8 9 ) . To close 
this s t r a t e g i c g a p , he has to consider what ‘generic s t r a t e g y ' 
s h o u l d b e e m p l o y e d (Jauch and G l u e c k 1989； K o t l e r 1 9 9 4 ) . In 
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m a n a g e m e n t and strategy literature, generic strategy can be seen 
as the b a s i c action organizations can take to achieve their ideal 
p e r f o r m a n c e o u t c o m e s {Hax a n d M a j l u f 1 9 8 4 , 1991〉. S o m e 
researchers also called generic strategy as either g r a n d s t r a t e g y 
(Pearce a n d Robinson 1988) or corporate strategy (Guiltinan and 
Paul 1 9 9 4 ) . 
B r o a d l y s p e a k i n g , t h e r e e x i s t t w o c l a s s i f i c a t i o n s f o r 
g e n e r i c s t r a t e g y . The first is led b y Porter's (1980) three well-
k n o w n generic strategies, namely cost leadership, d i f f e r e n t i a t i o n 
a n d f o c u s . T h i s c l a s s i f i c a t i o n h o w e v e r f o c u s e s m o r e o n 
identifying the strategy in the first place rather than on h o w 
organizations elaborate or extend their core business (Mintzberg 
and Q u i n n 1992). This latter issue is specifically dealt w i t h b y 
t h e s e c o n d c l a s s i f i c a t i o n . In a d d i t i o n , t h i s s e c o n d 
classification also considers the possibility that o r g a n i z a t i o n s 
m a y w i t h d r a w from or consolidate their core business (Mintzberg 
and Quinn 1992). Since the present study is aimed at examining 
how the banks are going to adjust their present strategy and 
product market along with the changing environment, the second 
classification is thought to be more appropriate. 
E x c e p t f o r m i n o r v a r i a t i o n s , t h e s e c o n d c l a s s i f i c a t i o n 
u s u a l l y covers the following types of generic strategies： 
1. Growth strategy 
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a . Market penetration 
b . Market development 
c . Product development 
d . Vertical integration 
e . Horizontal integration or strategic alliance 
f. Diversification 
2 . Withdrawal or retrenchment strategy 
For the first three types of growth strategy (a to c)‘ 
Anso f f (1965) summarized them in his product/market expansion 
g r i d . A c c o r d i n g l y , to pursue g r o w t h through elaborating its core 
b u s i n e s s , an organization may: (1) market its current p r o d u c t 
m o r e aggressively among current customers (market penetration)； 
(2) o f f e r i t s c u r r e n t p r o d u c t to a n e w m a r k e t ( m a r k e t 
development)； or (3) develop a new product for current customers 
(product development). 
The growth strategies d to f are concerned w i t h various 
means of extending the core business (Mintzberg and Quinn 1 9 9 2 ) . 
These include to augment the existing business to cover u p s t r e a m 
or downstream activities (vertical integration), to affiliate w i t h 
a n o t h e r e n t i t y a l r e a d y in t h e s a m e b u s i n e s s ( h o r i z o n t a l 
i n t e g r a t i o n ) or to d e v e l o p a n e w p r o d u c t for a n e w m a r k e t 
(diversification). Conversely, organizations may also resort to 
the retrenchment strategy if they see the necessity of reducing 
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their p r o d u c t s or service lines, markets or f u n c t i o n s . Such 
n e c e s s i t y is always driven b y cash flow consideration (Jauch and 
G l u e c k 1989)• 
A s f a r a s t h e b a n k i n g i n d u s t r y is c o n c e r n e d , t h e 
a p p l i c a b i l i t y of this classification deserves further e l a b o r a t i o n . 
F i r s t , w h e n c o m p a r e d b e t w e e n m a r k e t d e v e l o p m e n t a n d 
d i v e r s i f i c a t i o n , their distinction is somewhat o b s c u r e . Owing to 
the u n i q u e requirements of customers from different s e g m e n t s , 
b a n k s are always required to m o d i f y their offerings b e f o r e serving 
a n e w customer group (Ennew, Wright and Thwaites 1993). This is 
e s p e c i a l l y true if they wish to expand their m a r k e t across the 
b o r d e r s i n c e t h i s a l w a y s r e q u i r e s p r o d u c t m o d i f i c a t i o n to 
h a r m o n i z e w i t h the overall environment or at least the r e g u l a t o r y 
setting of the host country (Fu 1994) • To reflect the actual 
s i t u a t i o n , it m a y be therefore justified to group ‘market 
d e v e l o p m e n t‘ a n d ‘di v e r s i f i c a t i o n ' s t r a t e g i e s t o g e t h e r w h e n 
studying the banking industry. 
Second, among all the integrative strategies, it is n o t e d 
that vertical integration is less frequently employed b y b a n k s . 
In light of the intangible nature of banking, most banks are 
a l r e a d y responsible for their upstream (i.e. acquisition of ‘ raw 
m a t e r i a l s ' like human and financial resources) and d o w n s t r e a m 
activities (i.e. direct dealing with end users). This means 
their room for engagement in further vertical integration is 
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l i m i t e d . Conversely, the banks do have more o p p o r t u n i t y to 
p u r s u e h o r i z o n t a l i n t e r g r a t i o n o r s t r a t e g i c a l l i a n c e . F o r 
instance, the formation of the JETCO system among smaller retail 
b a n k s serves as a good example of this. 
Major market and product 
The second major strategy alternative the p l a n n e r n e e d s to 
consider is what product should be produced and what m a r k e t should 
be served {Guiltinan and Paul 1994). This decision helps the 
m a n a g e m e n t i d e n t i f y i t s m a j o r p r o d u c t m a r k e t a n d f o r m u l a t e 
guidelines for allocating corporate resources. For this r e a s o n , 
this element will be included for analysis as w e l l . 
Strategic Group Factor and Its Relationship with Other 
Strategic Elements 
The last issue of the proposed framework that should be 
addressed is the possible influence of the ‘strategic group 
factor' on both environmental perception and strategic r e s p o n s e s . 
In other words, this section will try to examine whether different 
b a n k i n g g r o u p s w o u l d e n d u p w i t h d i f f e r i n g e n v i r o n m e n t a l 
p e r c e p t i o n , competitive advantages and strategies. To this end, 
the discussion will fall into the following three areas： 
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Banking qroup vs environmental perception 
U n d o u b t e d l y , a s s e s s m e n t s of e n v i r o n m e n t a l t h r e a t s a n d 
o p p o r t u n i t i e s are e s s e n t i a l c o n d i t i o n s of strategic m a n a g e m e n t 
(Schneider a n d de M e y e r 1 9 9 1 ) . A l t h o u g h an o b j e c t i v e b a s i s is 
a v a i l a b l e f o r t h e s e a s s e s s m e n t s , p e r c e p t i o n of e n v i r o n m e n t a l 
e v e n t s is o f t e n i n f l u e n c e d b y s u b j e c t i v i t y (Daft a n d W e i c k 1984; 
S m i r c i c h a n d S t u b b a r t 1 9 8 5 ) . The r e a s o n for this m a y r e l a t e to the 
i l l - d e f i n e d n a t u r e of strategic issues {Ansoff 1980)• A s the 
p o t e n t i a l impacts of these issues are n o t always c e r t a i n , m u l t i p l e 
m e a n i n g s in i n t e r p r e t a t i o n are p o s s i b l e (Mintzberg, R a i s i n g h a n i 
a n d T h e o r e t 1 9 7 6 ) . 
To e x p l a i n the d i f f e r e n c e in e n v i r o n m e n t a l p e r c e p t i o n , t h r e e 
p o s s i b l e r e a s o n s w e r e always c i t e d in earlier literature： (1) 
c h a r a c t e r i s t i c s of individual m a n a g e r s (Hambrick a n d M a s o n 1984; 
M i l l e r , T o u l o u s e a n d B e l a n g e r 1985)； (2) g r o u p dynamics (Sapienza 
19 8 5 ； T h o m a s a n d M c D a n i e l 19 90) ； a n d (3) f i r m s p e c i f i c 
c h a r a c t e r i s t i c s (de M e y e r 1982). M o r e recently, M i l l e r (1993) has 
e m p i r i c a l l y d e m o n s t r a t e d the e x i s t e n c e of shared e n v i r o n m e n t a l 
p e r c e p t i o n across top m a n a g e m e n t m e m b e r s of a firm. His f i n d i n g 
p r o v i d e s s u p p o r t to t h e p e r c e p t u a l c o n s e n s u s a m o n g s e n i o r 
e x e c u t i v e s w i t h i n the same o r g a n i z a t i o n a n d warrants the a n a l y s i s 
of p e r c e p t u a l differences at a m o r e aggregate level. 
A s m e n t i o n e d earlier, banks w i t h i n each strategic g r o u p in 
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H o n g K o n g h a v e d e m o n s t r a t e d a c o n s i d e r a b l e degree of s i m i l a r i t y in 
s t r a t e g i c p r a c t i c e s . G i v e n the i n f l u e n t i a l role of e n v i r o n m e n t a l 
p e r c e p t i o n o n s t r a t e g y f o r m u l a t i o n (Lenz 1980； T a n a n d L i t s c h e r t 
1994) , it is q u i t e l i k e l y that b a n k s w h i c h e x h i b i t s i m i l a r 
s t r a t e g i e s s h o u l d a l s o h o l d s i m i l a r v i e w s on the same t a s k 
e n v i r o n m e n t . This d e d u c t i o n s u g g e s t s that the d i v e r g e n c e in 
e n v i r o n m e n t a l p e r c e p t i o n if a n y , should b e b e t w e e n s t r a t e g i c 
g r o u p s . A l o n g w i t h t h i s , the s t u d y b y S c h n e i d e r a n d de M e y e r 
(1991) f u r t h e r d e m o n s t r a t e d the c r i t i c a l role p l a y e d b y the 
c o u n t r y of o r i g i n in i n t e r p r e t i n g e n v i r o n m e n t a l e v e n t s . S i n c e 
m o s t of the b a n k i n g g r o u p s u n d e r s t u d y are c l a s s i f i e d a c c o r d i n g to 
c o u n t r y of o r i g i n , the above finding p r o v i d e s further s u p p o r t for 
c o n d u c t i n g the a n a l y s i s at an i n t e r - g r o u p l e v e l . 
Banking group vs competitive advantages 
This p a r t deals w i t h the issue of how the s t r a t e g i c g r o u p 
factor w o u l d i n f l u e n c e the internal assessment of b a n k s . In 
b r i e f , the p r o p o s e d framework holds that banks in d i f f e r e n t 
g r o u p s w o u l d b e e n d o w e d w i t h d i f f e r i n g competitive a d v a n t a g e s . 
To e x p l a i n the d i f f e r e n c e in competitive a d v a n t a g e s in the 
H o n g K o n g b a n k i n g s e c t o r , p r e m i s e s of the a f o r e m e n t i o n e d e c l e c t i c 
t h e o r y serve as a g o o d starting p o i n t (Dunning 1 9 8 8 , 1 9 9 3 ) . 
A c c o r d i n g to the theory, the g r o w t h of a m u l t i n a t i o n a l b a n k in a 
p a r t i c u l a r m a r k e t is d e t e r m i n e d b y a p a r t i c u l a r c o m b i n a t i o n of its 
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o w n e r s h i p , location and internalization advantages that p r e v a i l at 
a given time and place (Gray and Gray 1981； Cho 1986) . In , 
p a r t i c u l a r , the ownership (competitive) advantages are those 
features w h i c h make banks of a particular nation competitive w i t h 
other b a n k s in a p a r t i c u l a r m a r k e t . 
In general, these advantages include access to skilled 
p e r s o n n e l and other managerial resources, access to favourable 
f i n a n c i a l s o u r c e s , p o s s e s s i o n of w i d e s p r e a d a n d e f f i c i e n t 
n e t w o r k s , accumulated knowledge and experience in m u l t i n a t i o n a l 
o p e r a t i o n s , expertise in servicing banking needs of p a r t i c u l a r 
c u s t o m e r g r o u p s , c a p a b i l i t y in p r o d u c t d i f f e r e n t i a t i o n a n d 
innovation, and established credit worthiness in m u l t i n a t i o n a l 
b a n k i n g circles (Cho 1986)• Thus, for those banking groups like 
CRBG, A B G , JBG, EBG and LCBG which originated from countries or 
regions w i t h different endowments, the theory seems to be adequate 
in explaining their advantage differences. 
A m o n g all the groups under investigation, HSBG is the o n l y 
group whose competitive advantages might not be fully explained b y 
the eclectic theory. Despite the fact that HSBG originated from 
the U n i t e d Kingdom and has been in Hong Kong for decades, its 
competitive advantages are significantly different from other 
European or local Chinese banks (Jao 1988, 1991). Its advantage 
difference is m a i n l y attributable to its quasi-central bank status 
that has long been granted b y the Hong Kong government (Jao 19 91). 
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A l t h o u g h m o s t p r i v i l e g e s associated with this status have b e e n 
taken b a c k b y the government since 198 8, the duration for enjoying 
these has b e e n long enough to allow the group to develop its 
u n i q u e advantages that would not be easily emulated b y an o r d i n a r y 
E u r o p e a n or local b a n k . To name a few, these advantages include a 
c o m p r e h e n s i v e branch n e t w o r k , strong customer b a s e , substantial 
Hong Kong currency deposits, positive seigniorage and p r o m p t 
a c c e s s i b i l i t y to governmental information relating to p o l i c y 
issues (Jao 1988, 1 9 9 1 ) . 
Banking group vs strategic responses 
The influence of the strategic group factor on strategic 
responses seems to be a corollary of the foregoing analysis and 
rooted in the SWOT framework. Under this framework, the types of 
competitive advantages available in a firm are expected to g r e a t l y 
influence its strategic option to cope with the environment 
( A n d r e w s 1 9 7 1 ; H o o l e y a n d S a u n d e r s 1 9 9 3 ) . F o r i n s t a n c e , in 
Porter's terminologies, a production efficient firm w o u l d be more 
inclined to use ‘cost leadership' strategy whereas a company w i t h 
strong research and development resources would be more inclined 
to adopt ‘ differentiation' even though both are in the same 
m a r k e t p l a c e (Porter 1981, 1985). In other words, the relationship 
b e t w e e n banking group and strategic responses can be v i e w e d as one 
that is m e d i a t e d b y competitive advantage. Since different 
banking groups are expected to possess unique advantages, it is 
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logical that their differing advantages would eventually lead to 
their difference in strategic behaviour. 
Summary 
To study the banking environment and strategy of Hong K o n g , 
this chapter has p r o p o s e d a framework to link both ‘environment' 
and ‘strategy' t o g e t h e r . Along with premises of the SWOT 
concept, a large b o d y of literature has unequivocally p o i n t e d out 
t h e e s s e n c e of b o t h e n v i r o n m e n t a l f o r c e s a n d c o r p o r a t e 
competencies for strategy formulation. These long e s t a b l i s h e d 
p r e m i s e s in turn constitute the main theme of the p r o p o s e d 
f r a m e w o r k . Once the main theme has been developed, essential 
strategic elements based on works of more recent strategists have 
b e e n added in to substantiate the skeleton of the framework. In 
a d d i t i o n , g i v e n t h e p r e s e n c e of s i x b a n k i n g g r o u p s in t h e 
industry, their possible influences on various strategic elements 
have also been incorporated in the framework. 
In the following chapter, this proposed framework will be 
u s e d to guide the development of major hypotheses regarding the 
the Hong Kong banking environment and banks' strategy after 1 9 9 7 . 
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CHAPTER IV 
HYPOTHESES AND METHODOLOGY 
Problem Statements and Research Objectives 
B a s e d on discussion in previous chapters, the p r e s e n t s t u d y 
is a i m e d to address the following research problems： 
1 . W h a t will be the banking environment of Hong Kong in 
the coming decade particularly regarding the p o t e n t i a l 
influences that might be driven b y the s o v e r e i g n t y 
handover in 1997? 
2. What strategies will be employed b y banks in Hong Kong 
to cope with the changing environment? 
Given the presence of six strategic groups in the Hong Kong 
b a n k i n g sector, the study will also investigate whether they 
e x h i b i t a n y d i f f e r e n c e s in t h e i r e n v i r o n m e n t a l p e r c e p t i o n , 
competitive advantages and strategic responses. 
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Scope of Studv and Terms of Reference 
In o r d e r to carry out the research in a m e a n i n g f u l a n d 
m a n a g e a b l e w a y , the scope of the study is defined as follows： 
1 . Bank： The study limits itself to all the H o n g K o n g 
licensed b a n k s that belong to either one of 
t h e s i x m a j o r b a n k i n g g r o u p s m e n t i o n e d 
p r e v i o u s l y . A t the end of 1992, there w e r e 
126 licensed banks so d e s i g n a t e d . A d e t a i l e d 
list of all the banks under study is p r o v i d e d 
in A p p e n d i x 1 1 . A s m e n t i o n e d in C h a p t e r I' 
these six groups account for over 90% of the 
total bank a s s e t s , loans and deposits of the 
Hong Kong commercial banking s e c t o r . T h e i r 
m a r k e t d o m i n a n c e w a r r a n t s t h e 
representativeness of the study. 
2 . Strategy： As the study is aimed to investigate the 
broad strategic direction banks are going to 
p u r s u e , ‘strategy' h e r e r e f e r s to t h a t 
f o r m u l a t e d a t t h e c o r p o r a t e l e v e l . T h e 
framework depicted in Figure 3.1 w i l l b e 
referred to for designing the q u e s t i o n n a i r e . 
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3 . Time Frame: To confine the time frame of investigation to 
a reasonable limit, the p e r i o d u n d e r s t u d y 
would be the coming ten y e a r s . In o t h e r 
words, the study will focus on how b a n k s are 
going to formulate their strategies to cope 
w i t h e n v i r o n m e n t a l c h a n g e s t a k i n g p l a c e 
between now and the year 2002. 
Hvpothesis Setting 
T h e f o l l o w i n g s e c t i o n w i l l b e d e v o t e d to d e v e l o p i n g 
h y p o t h e s e s for the present study. After all the major h y p o t h e s e s 
have b e e n formulated, they will be incorporated into the framework 
p r o p o s e d in Chapter III. To ease the discussion and p r e s e n t a t i o n , 
the hypotheses fall into the following areas： 
Perception of the Future Banking Environment 
Overall banking environment 
As mentioned earlier, professional comments and business 
reports have frequently advanced that the Hong Kong b a n k i n g 
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e n v i r o n m e n t will deteriorate after the sovereignty handover due to 
the p o l i t i c a l u n c e r t a i n t y and perceived increasing i n t e r v e n t i o n 
f r o m C h i n a ( A s i a n F i n a n c e , 15 M a r c h 1 9 9 1 ) . H o w e v e r , t h i s 
p e s s i m i s t i c view has been equally challenged b y a n u m b e r of 
commentators who have a close economic and/or political tie w i t h 
the m a i n l a n d (Lee 1992; Zhou 1993〉. In arriving at a p o s i t i v e 
v i e w of the industry, these optimists have u n a n i m o u s l y s t r e s s e d 
the m o m e n t u m of economic factors and the stabilizing effect of the 
B a s i c Law and Sino-British Joint D e c l a r a t i o n . 
While these two opposite views on the banking industry are 
n o t easy to reconcile, a review of earlier forecasts on the 
g e n e r a l investment climate of Hong Kong is illuminating. B y 
employing the survey m e t h o d , both M u n (1988), and K i r p a l a n i ' M u n 
and H u i (1992) concluded that the overall investment environment 
of Hong Kong would deteriorate after 1997. In addition, M u s h k a t 
(198 9) also reached a similar conclusion b y applying the scenario 
c o n s t r u c t i o n f o r e c a s t i n g t e c h n i q u e . G i v e n t h a t m a c r o -
environmental developments such as political changes, government 
p o l i c y and economic conditions are having similar influences 
across different industries of a nation (Miller 1993), it is quite 
likely that the outlook of the Hong Kong banking environment will 
b e in l i n e w i t h t h e d e v e l o p m e n t in i t s o v e r a l l i n v e s t m e n t 
e n v i r o n m e n t . For this reason, it is predicted that： 
H^ Compared with the current situation, the overall banking 
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environment of Hong Kong will deteriorate in the coming 
decade. 
Maior environmental developments 
A summary on current environmental developments of the H o n g 
Kong banking industry has been given in Chapter 11. A m o n g these 
developments, the most influential ones have been further singled 
out for hypothesis testing in the following. 
In previous environmental scanning research, the economic 
factor was frequently reported as the major impetus for the 
progress of a country (Flores 1972; Anastros, Bedos and Seaman 
1980) . Similarly, as mentioned in Chapter 11, the regional 
economic growth and economic integration with China w e r e also 
seen as the driving forces for the development of the Hong Kong 
banking industry (Nontapunthawat 1992). A p a r t from these 
economic forces, the 1997 issue was frequently cited as the 
major threat to the industry too (Lieberthal 1992) . H e n c e , in 
view of the dominance of both economic and political forces in 
shaping the Hong Kong banking industry (Young and Mun 1990), a 
number of them have thus been used for hypothesis testing. 
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Most favourable environmental factors 
Growing economic integration with China. Economic 
i n t e g r a t i o n w i t h the m a i n l a n d is considered t o . be f a v o u r a b l e . 
S u c h o p t i m i s m is b a s e d upon increasing opportunities for b a n k s to 
e n g a g e in China b u s i n e s s . 
W i t h t h e o p e n i n g u p of C h i n a s i n c e 1 9 7 8 , C h i n a h a s 
e x p e r i e n c e d a rapid economic g r o w t h for the last d e c a d e . B e t w e e n 
1981 a n d 1990, China h a d an average of 10% annual g r o w t h in real 
G D P , the h i g h e s t among all other A s i a n countries (Asian E c o n o m i c 
S u r v e y 1992) . If this trend continues, in 20 y e a r s ' t i m e , 
C h i n a ' s e c o n o m y is p r e d i c t e d to b e the largest in the w o r l d 
( C h i n a S t a t i s t i c s Y e a r b o o k 1993； I n t e r n a t i o n a l F i n a n c i a l 
S t a t i s t i c s 1 9 9 3 ) . Given the basic complement in endowments b e t w e e n 
China and H o n g Kong {Chai 1989) , the latter w o u l d see a lot of 
b u s i n e s s o p p o r t u n i t i e s . In the context of b a n k i n g , this implies 
m o r e o p p o r t u n i t i e s for Hong Kong banks to channel funds to sustain 
the e c o n o m i c development of C h i n a . 
First, with the growing economic integration b e t w e e n China 
and H o n g Kong and the consequent surge in outward p r o c e s s i n g and 
r e l a t e d re-export activities (Freris 1991), the v o l u m e of trade 
financing has been rapidly increasing. Between 1987 and 1992' 
the v i s i b l e trade advances made b y Hong Kong banks have risen from 
HK$44 to HK$8 9 (Hong Kong Commissioner of Banking A n n u a l R e p o r t 
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1991, 1992) . Given the fact that China and Hong Kong are n o w the 
largest trading partner of each other (Hong Kong M o n t h l y Digest of 
S t a t i s t i c s , December 1992), it is believed that most of these 
advances are related to China t r a d e . Apart from interest income, 
the g r o w t h in trade between the two regions brings in fee-based 
income as w e l l . Issuance of letters of credit is an example of 
t h i s . In view of these attractive trade-related incomes, H o n g 
Kong b a n k s have been strongly m o t i v a t e d to prioritize their trade 
financing and related documentary services as the m o s t important 
p r o d u c t for development (Chan 1992). 
S e c o n d , g i v e n t h e c o n t i n u e d d e t e r m i n a t i o n of C h i n a t o 
develop its economy, opportunities for Hong Kong banks to 
p a r t i c i p a t e in p r o j e c t financing and syndication have also 
increased (Asiaweek, 10 July 1992). Recently, the Chinese 
officials have earmarked huge amount for infrastructural p r o j e c t s . 
To sustain its economic development, China has p l a n n e d to spend 
U S $ 2 5 0 b (HK$1,950b) to improve its infrastructure in the coming 
decade (Bradbury 1994)• 
i 
Nevertheless, given its gradual shifting from a developing 
to a more developed country, China seems to be unable to fund all 
its projects b y preferential loan packages from international 
organizations such as the World Bank and Asian Development B a n k . 
In other words, resources from commercial banks must be tapped. 
Given China's underdeveloped financial industry and Hong Kong's 
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g e o g r a p h i c p r o x i m i t y a n d f i n a n c i a l e x p e r t i s e , it is l o g i c a l for 
t h e l a t t e r t o a r r a n g e m o s t o f t h e s y n d i c a t i o n a n d p r o j e c t 
f i n a n c i n g for the m a i n l a n d (Jao 1988； Zhou 1993 ; B r a d b u r y 1 9 9 4 ) . 
A p a r t from i n f r a s t r u c t u r a l p r o j e c t s , the o p p o r t u n i t y for 
f i n a n c i n g c o m m e r c i a l p r o j e c t s s h o u l d b e n o t e d t o o . M e a n w h i l e , 
H o n g K o n g is the single l a r g e s t f o r e i g n investor in China a n d 
a c c o u n t s for over 60% of all the d i r e c t a n d indirect i n v e s t m e n t s 
t h e r e (China S t a t i s t i c s Y e a r b o o k 1 9 9 3 ) . In a d d i t i o n , the H o n g 
K o n g b u s i n e s s m e n h a v e e s t a b l i s h e d at l e a s t 2,000 f a c t o r i e s in 
G u a n g d o n g p r o v i n c e a n d s u b c o n t r a c t e d 8,000 C h i n e s e f a c t o r i e s 
(Kirpalani, M u n a n d H u i 1 9 9 2 ) . T h i s C h i n a i n v e s t m e n t r e p r e s e n t s 
a n o t h e r m a j o r f i n a n c i n g o p p o r t u n i t y for H o n g K o n g b a n k s . In 1 9 9 2 , 
t h i s k i n d of a d v a n c e has a l r e a d y t o t a l l e d HK$4 9 b . The sum h a s 
a l s o m a d e China the s e c o n d l a r g e s t n o n - b a n k b o r r o w e r of H o n g K o n g 
(Hong K o n g C o m m i s s i o n e r of B a n k i n g A n n u a l R e p o r t 1 9 9 2 ) . 
S i m i l a r l y , a s m o r e a n d m o r e C h i n e s e c o m p a n i e s h a v e 
e s t a b l i s h e d their o p e r a t i o n s h e r e , the o p p o r t u n i t y to f i n a n c e 
t h e i r H o n g Kong i n v e s t m e n t has also i n c r e a s e d . M e a n w h i l e , t h e r e 
are a r o u n d 500 C h i n e s e c o m p a n i e s w i t h ‘China a p p r o v e d ' i n v e s t m e n t s 
i n H o n g K o n g . C o u p l e d w i t h a t l e a s t a n o t h e r 1 , 0 0 0 P R C 
r e p r e s e n t a t i v e or b r a n c h a g e n c i e s in the t e r r i t o r y (Kirpalani, 
M u n a n d H u i 1992), it is foreseen that a lucrative m a r k e t s e g m e n t 
w i l l e m e r g e . 
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T h i r d , along w i t h its open door p o l i c y , China has b e e n 
g r a d u a l l y liberalizing its banking industry (China Economic N e w s 
1994, v o l . 15). China has already relaxed its requirements for 
f o r e i g n b a n k s to o p e n b r a n c h e s t h e r e . If t h e d e r e g u l a t i o n 
c o n t i n u e s , it will further enhance the capability of foreign b a n k s 
to serve the host customers. Indeed, the Chinese Finance 
M i n i s t e r recently announced that foreign banks in China w o u l d b e 
a l l o w e d to conduct R e n m i n b i business in 1994 on a "limited, and 
experimental basis" (South China Morning Post, 22 January 1994)• 
T o d e m o n s t r a t e t h e s y m b i o t i c r e l a t i o n s h i p b e t w e e n t h e 
Chinese economy and the Hong Kong financial sector, Figure 4.1 has 
b e e n constructed. 
F i g u r e 4 .1 s h o w s t h e c l a i m s of H o n g K o n g a u t h o r i z e d 
institutions (AIs) on non-bank customers in China and the 
u t i l i z a t i o n of foreign capital in China from 1983 to 1992. For 
comparison, both values are expressed in real terms. In m o s t of 
the times under observation, the two movements are v e r y s i m i l a r . 
The correspoding correlation analysis shows a strong association 
of 0.72 at 0.01 significant level. The co-movement highlights the 
importance of the Hong Kong financial sector in channelling 
capital to sustain the modernization of China. 
One noteworthy point from Figure 4.1 is the more divergent 
movements of the two variables after 1988. This is p r o b a b l y 
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F i g u r e 4 . 1 - The R o l e o f Hong Kong A u t h o r i z e d I n s t i t u t i o n s 
i n C h a n n e l l i n g F o r e i g n C a p i t a l t o C h i n a 
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related to the side effects of the June 4 event. Soon after that 
e v e n t , China had to be more cautious about its d e v e l o p m e n t due to 
e c o n o m i c s a n c t i o n s i m p o s e d b y m o s t d e v e l o p e d c o u n t r i e s . 
C o n s e q u e n t l y , although a number of loan packages h a d a l r e a d y b e e n 
a r r a n g e d , t h e y were not put into actual use between 1989 and 1 9 9 0 . 
Later o n , when China g r a d u a l l y regained acceptance from the 
international forum, these accumulated funds were then p u t into 
u s e a g a i n . T h i s e x p l a i n s w h y b e t w e e n 1 9 9 0 a n d 1 9 9 1 , t h e 
u t i l i z a t i o n of foreign capital in China could still increase even 
w i t h o u t the concomitant rise in its non-bank advances from H o n g 
K o n g . The two movements synchronized again after this t r a n s i t i o n a l 
p e r i o d . 
T o c o n c l u d e , t h e e c o n o m i c i n t e g r a t i o n w i t h C h i n a is 
expected to extend Hong Kong's border northwards and bring in 
immense opportunities for intensive business co-operation w i t h the 
m a i n l a n d . Being an effective financial middleman to fund the 
economic development of both regions, the Hong Kong b a n k i n g 
industry should experience significant growth in the course of 
this integration (Jao and Li 198 8). 
Fast economic growth in the Asia Pacific region. Apart from 
the relationship with China, Nontapunthawat (1992) succinctly 
p o i n t e d out the importance of other regional developments that 
m i g h t shape the Hong Kong banking industry. Among others, he 
h i g h l i g h t e d the impacts that derived from the economic p r o g r e s s 
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in the East and Southeast A s i a . Moreover, on other o c c a s i o n s , 
researchers also advanced the essence of regional developments in 
a b r o a d e r sense, n a m e l y the growth of the Asia Pacific region and 
its p o t e n t i a l influences on Hong Kong (Cheng 1982; Chen 1984; Lee 
and K a y n a k 1990). 
G e o g r a p h i c a l l y , Hong Kong is situated in a dynamic region 
w i t h the fastest economic growth in the w o r l d . The e c o n o m y of the 
A s i a Pacific region grew b y n e a r l y 8% in 1992, far exceeding the 
g l o b a l average of 1.8%. This fast economic growth is e x p e c t e d to 
p e r s i s t and m a y lead well into the next century (International 
Financial Statistics 1990, 1993)• To sustain the growth, countries 
w i t h i n the region will be in great need of funds. H e n c e , g i v e n 
H o n g K o n g ' s s t r a t e g i c l o c a t i o n a n d e x p e r t i s e in a r r a n g i n g 
syndicated loans, its banking industry is expected to g r e a t l y 
b e n e f i t from this regional development (Ho 1991b). Indeed, Hong 
Kong has already handled around 40% of the total syndication for 
the entire Asia Pacific region (Banker Handbook for Asia 1 9 9 2 ) . 
Despite the positive effects from the regional d e v e l o p m e n t , 
s o m e p o t e n t i a l t h r e a t s a r e n o t e d t o o . G i v e n t h e r a p i d 
industrialization in nearby countries, some argued that their 
g o v e r n m e n t s w o u l d s o o n or l a t e r l i b e r a l i z e t h e i r f i n a n c i a l 
industry in order to give their industry the flexibility to adjust 
to changes at both domestic and international levels (Goldberg 
19 91) . This m a y imply the emergence of a number of regional 
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f i n a n c i a l centres to compete w i t h Hong K o n g . W h e t h e r this 
p o t e n t i a l threat w i l l be realized depends on two factors： (1) 
w h e t h e r these centres can catch up w i t h Hong Kong in terms of 
f i n a n c i a l skills and infrastructural advantages； a n d (2) w h e t h e r 
the r e g i o n a l g r o w t h can generate more business in real terms so as 
to a v o i d ‘zero-sum' competition among n e a r b y c e n t r e s . 
J u d g i n g from the p r e s e n t development, it is u n l i k e l y that 
o t h e r less d e v e l o p e d neighbouring centres can emulate H o n g K o n g 
w i t h i n a short p e r i o d (Jao 1988). Even w h e n c o m p a r e d w i t h 
s t r o n g e r rivals like Tokyo, Singapore or Shanghai in the l o n g e r 
r u n , the situation w i l l not be that g l o o m y as the r e g i o n a l 
e c o n o m i c d e v e l o p m e n t m i g h t consequently generate extra b u s i n e s s 
a n d e n a b l e v a r i o u s financial centres to find a n i c h e to s u r v i v e . 
A l o n g w i t h this a r g u m e n t , other researchers have also m a i n t a i n e d 
that if m a j o r financial centres within the region can co-operate 
a c c o r d i n g to their respective advantages, their relationship w i l l 
b e s u p p l e m e n t a r y rather than competitive (Young and M u n 1990). 
Increasing internationalization of Hong Kong's financial 
m a r k e t s . A review of literature p i n p o i n t s two 
c o n n o t a t i o n s f o r t h e i n t e r n a t i o n a l i z a t i o n of t h e f i n a n c i a l 
m a r k e t s . The first is to take a micro-view and look at the 
p r o c e s s of how a domestic financial institution is involved in 
o p e r a t i o n s o v e r s e a s . In this respect, studies range from 
a n a l y z i n g the evolution of the institution throughout d i f f e r e n t 
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stages of the i n t e r n a t i o n a l i z a t i o n p r o c e s s (Bo, E d v i n s s o n a n d 
N y s t r o m 1993) to its motives to go overseas (Key 1985; S i j b r a n d s 
a n d E p p i n k 1 9 9 4 ) . 
A p a r t from this m i c r o - v i e w , a m a c r o - v i e w r e g a r d i n g the 
c h a n g e s of the e n t i r e financial industry is also n o t e d . In this 
c o n t e x t , i n t e r n a t i o n a l i z a t i o n of a financial industry refers to 
its i n c r e a s e in the n u m b e r of foreign financial institutions a n d 
its i n c r e a s i n g u n d e r t a k i n g of overseas b u s i n e s s e s (Capoglu 1 9 9 0 ) . 
W h i l e b e i n g aware the close relationship b e t w e e n the micro- a n d 
macro- i n t e r n a t i o n a l i z a t i o n , the p r e s e n t study w i l l focus o n the 
l a t t e r since it is g o i n g to study the m a c r o - e n v i r o n m e n t a l c h a n g e s 
r a t h e r t h a n the changes at the firm l e v e l . 
A c c o r d i n g to H a r r i s (1993), there are three conditions for 
the i n t e r n a t i o n a l i z a t i o n of a service sector： (1) r e d u c t i o n in 
trade a n d investment barriers； (2) rapid economic growth； a n d (3) 
a d v a n c e m e n t in transportation and t e l e c o m m u n i c a t i o n s . H a v i n g m e t 
all these c o n d i t i o n s , Hong Kong has b e e n able to e s t a b l i s h a 
strong trait of g l o b a l i z a t i o n over the p a s t few decades (Jao 
1 9 8 8 ) . M e a n w h i l e , H o n g Kong is one of the largest b a n k i n g centres 
in the w o r l d in terms of concentration of foreign b a n k s . A m o n g 
the 100 largest banks of the world, 78 have branches or o t h e r 
offices in Hong Kong (Hong Kong Commissioner of Banking A n n u a l 
R e p o r t 1992) . Throughout the p a s t few decades, Hong Kong has 
e m e r g e d as a major financial centre for channelling funds from 
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E u r o p e to the A s i a Pacific r e g i o n . M o r e o v e r , H o n g K o n g ' s g o l d , 
f o r e i g n e x c h a n g e a n d s y n d i c a t e d loan m a r k e t s h a v e b e c o m e a n 
i m p o r t a n t p a r t of t h e c o r r e s p o n d i n g i n t e r n a t i o n a l f i n a n c i a l 
m a r k e t s . N o w a d a y s , the H o n g Kong g o l d m a r k e t a n d " s y n d i c a t e d l o a n 
m a r k e t b o t h rank f o u r t h in the w o r l d . Its f o r e i g n e x c h a n g e 
t r a d i n g c e n t r e is also the fifth largest w o r l d w i d e (Ho 1 9 9 1 a ) . 
A s r e g a r d s H o n g K o n g ' s a g g r e g a t e b a n k a s s e t s , o v e r 60% of t h e m 
are i n t e r n a t i o n a l in n a t u r e a n d s p r e a d o v e r 100 c o u n t r i e s (Hong 
K o n g A n n u a l R e p o r t 1 9 9 2 ) . 
U n d e r the a d v e n t of i n t e r n a t i o n a l i z a t i o n , it is p r e d i c t e d 
t h a t t h e r e w i l l b e m a n y o p p o r t u n i t i e s for H o n g K o n g b a n k s to b e 
i n v o l v e d in v a r i o u s financing p r o j e c t s that combine s e v e r a l m o n e y 
a n d c a p i t a l m a r k e t instruments t o g e t h e r . This i n v o l v e m e n t w i l l 
a l s o f a c i l i t a t e the d e v e l o p m e n t of the d o m e s t i c m o n e y a n d c a p i t a l 
m a r k e t s . C o u p l e d w i t h t h e e n o r m o u s c a p i t a l r e q u i r e d a n d 
f i n a n c i n g c o m p l e x i t y involved in H o n g Kong's n e w a i r p o r t p r o j e c t , 
t h e r e w i l l b e a further chance for p a r t i c i p a t i n g b a n k s to 
a c q u i r e n e w financial t e c h n o l o g i e s . 
D e s p i t e the p o s i t i v e impacts, one should b e aware of the 
p o t e n t i a l t h r e a t s of i n t e r n a t i o n a l i z a t i o n t o o . T h e s e i n c l u d e 
k e e n e r c o m p e t i t i o n and the introduction of stricter i n t e r n a t i o n a l 
r e g u l a t i o n s (Laboul 1991/1992) . In the case of H o n g K o n g , the 
i n c r e a s i n g c o m p e t i t i o n m a y attribute to： (1) i n f l u x of n e w 
rivals； a n d (2) e x t e n s i o n of H o n g Kong banks ‘ b a t t l e f i e l d to 
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n e a r b y countries, for example China. As for the introduction of 
i n t e r n a t i o n a l r e g u l a t i o n s , t h e f i n a n c i a l s t r a i n s u f f e r e d b y 
Japanese banks under the CAR requirement serves as a g o o d 
i l l u s t r a t i o n . 
W h e n taking these two opposite forces together, the p r e s e n t 
study holds that the expanding business opportunities a s s o c i a t e d 
w i t h internationalization will offset those potential t h r e a t s . 
This v i e w follows the contention of Capoglu (1990) who m a i n t a i n e d 
that internationalization would be a blessing for all p a r t i e s once 
the initial transitional problems had been overcome. 
H e n c e , to s u m m a r i z e t h e f o r e g o i n g m a j o r p o s i t i v e 
e n v i r o n m e n t a l developments, the second hypothesis is developed as: 
H2 The most favourable environmental factors influencing the 
Hong Kong banking industry in the coming decade will be the: 
(1) growing economic integration with China； (2) fast 
economic growth in the Asia Pacific region; and (3) 
increasing internationalization of Hong Kong's financial 
markets. 
Most unfavourable environmental factors 
Internal political conditions . While Hong Kong's economic 
101 
i n t e g r a t i o n w i t h China is well advanced, its political future is 
m u r k y a n d i l l - d e f i n e d . T h e m a j o r u n f a v o u r a b l e d e v e l o p m e n t 
h y p o t h e s i z e d here is the p o l i t i c a l uncertainty associated w i t h the 
s o v e r e i g n t y handover on 1 July, 1997. 
As n o t e d , the political u n c e r t a i n t y is g e n e r a l l y a s s o c i a t e d 
w i t h m a j o r changes in political regimes {Shubik 1983; Ting 1988)• 
It reflects the potential or actual changes in the p o l i t i c a l 
s y s t e m (Miller 1992). In addition, Bunn and Mustafaoglu (1978) 
a d v a n c e d t h a t t h e p o l i t i c a l r i s k a l s o i n v o l v e s c h a n g e s in 
g o v e r n m e n t p o l i c i e s . In this respect, the major risk is w h e t h e r 
the n e w government is committed to enforcing existing statutes 
(Miller 1 9 9 2 ) . A p a r t from the possible turmoil that m a y occur 
a f t e r the actual change of regime, the anxiety and upheaval during 
the transition have also been noted (Lieberthal 1992) . This is 
e s p e c i a l l y true when the change is a deliberate rather than a 
h a s t y o n e . 
The above literature seems to fit fairly well the recent 
p o l i t i c a l conditions of Hong K o n g . Since the signing of the 
Sino-British Joint Declaration in December 1984, Hong Kong has 
b e e n in a transition as it will revert to China in 1997. In the 
course of the sovereignty handover, Hong Kong is expected to 
m e r g e , to a far greater extent, into the entire system of C h i n a . 
Consequently, it would be more susceptible to the intervention 
and developments of the mainland in the run up to 1997 (Moody's 
102 
S o v e r e i g n C r e d i t R e p o r t , J u n e 1993) . For the p a s t few y e a r s , 
d o m e s t i c u p h e a v a l s t r i g g e r e d b y t h e p o l i t i c a l t u r m o i l in C h i n a o r 
d i s p u t e s b e t w e e n t h e S i n o - B r i t i s h g o v e r n m e n t s h a v e n o t b e e n 
u n c o m m o n . A m o n g t h e s e , the m o s t s i g n i f i c a n t i n c i d e n t s a r e the： 
(1) J u n e 4 e v e n t (Asian F i n a n c e , 15 M a r c h 1991)； (2) c o n t r o v e r s y 
o v e r t h e f i n a n c i a l a r r a n g e m e n t of H o n g K o n g ' s n e w a i r p o r t p r o j e c t 
(Vittachi 1993)； a n d (3) c o n t r o v e r s y o v e r H o n g K o n g ' s d e m o c r a t i c 
d e v e l o p m e n t u n d e r t h e p r o p o s e d e l e c t o r a l a r r a n g e m e n t of t h e 
L e g i s l a t i v e C o u n c i l (Moody's S o v e r e i g n C r e d i t R e p o r t , J u n e 1 9 9 3 ) . 
In v i e w of t h e s e d e v e l o p m e n t s , s o m e b u s i n e s s m e n in t h e t e r r i t o r y 
h a v e d o u b t e d w h e t h e r C h i n a is r e a l l y d e t e r m i n e d or a b l e to 
m a i n t a i n t h e s t a t u s q u o of H o n g K o n g (Mushkat 1 9 8 9 ) . 
A l t h o u g h the d i r e c t i m p a c t of t h e s e p o l i t i c a l i n c i d e n t s o n 
t h e b a n k i n g i n d u s t r y is n o t e a s y to q u a n t i f y , t h e i r i n f l u e n c e o n 
t h e g e n e r a l e c o n o m i c e n v i r o n m e n t is r e a d i l y o b s e r v a b l e . T h i s c a n 
b e i l l u s t r a t e d b y F i g u r e 4.2 c o n c e r n i n g the p o l i t i c a l a n d e c o n o m i c 
c o n f i d e n c e i n d e x e s of H o n g K o n g b e t w e e n 1987 a n d 1 9 9 3 . A s n o t e d , 
t h e s e two i n d e x e s o f t e n m o v e d a l o n g s i d e each o t h e r e s p e c i a l l y 
d u r i n g the o u t b r e a k of u n r e s t in China or the S i n o - B r i t i s h 
d i s p u t e . T h i s d e m o n s t r a t e s the impact of the ‘China f a c t o r ' o n 
b o t h the p o l i t i c a l a n d e c o n o m i c d e v e l o p m e n t s of H o n g K o n g . 
In v i e w of the a b o v e d e v e l o p m e n t s , some a r g u e d t h a t the 
c h a n g e in s o v e r e i g n t y m i g h t g r e a t l y w e a k e n the f i n a n c i a l p o s i t i o n 
of H o n g K o n g a n d lead to a shift a w a y from the H o n g K o n g c u r r e n c y , 
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F i g u r e 4 . 2 _ P o l i t i c a l a n d E c o n o m i c I n d e x e s 
o f Hong Kong ( B a s e Y e a r = J a n . 1 9 8 5 ) 
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a p l u n g e in real estate values and a fall in budgetary receipts 
(Raffertz 1 9 9 0 ) . Undoubtedly, this would create a great deal of 
stress to the domestic banking sector (Moody's Sovereign Credit 
R e p o r t , June 1993). While it is difficult to ' predict w h e t h e r 
this w o r s t scenario will really materialize, it is likely that 
p r a g m a t i c bankers will take this political risk into account w h e n 
p l a n n i n g their longer term investment h e r e . This ‘wait-and-see' 
attitude w i l l inevitably constrain the full development of the 
Hong Kong banking industry. 
Rising operating costs. While the economic relation 
b e t w e e n H o n g Kong and n e a r b y countries is promising, its domestic 
e c o n o m y has recently suffered from a high inflation. ‘ This 
development has a direct impact on the cost structure of Hong Kong 
b a n k s . A s m e n t i o n e d in Chapter II, bankers have currently 
identified the rise in operating costs as the most u n f a v o u r a b l e 
factor for operating in Hong Kong (Chan 1992). 
U n d e r the pegged rate system, Hong Kong seems to lack a n y 
effective tool to cure its high inflation but depends on the 
economic development of the United States. Given the constantly 
lower interest rate of the United States, it is likely the 
inflation in Hong Kong will remain at a high level. As shown in 
Table 4.1, the inflation in Hong Kong climbed to a peak of 12% in 
1991 and remained at around 10% over the following y e a r s . When 
compared with most nearby countries, especially the other three 
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‘little dragons', Hong Kong is obviously at a d i s a d v a n t a g e o u s 
cost p o s i t i o n . When the core construction works of the airport 
p r o j e c t start, Hong Kong's inflation is expected to escalate 
further (Hang Seng Economic M o n t h l y , November 1994). 
Table 4.1 - Asia's Inflation Outlook __ Percentage Increases 
in Consumer Price Indexes of Major Asia Pacific Countries/Regions 
^ J i ^ 1990 1991 1992 1993~~ 
Australia* 8.0 5.3 1.9 2.0 
China 2.1 2.9 S•9 9•5 
Hong Kong 9.8 12.0 9.7 10.5 
India* 6.6 13.6 13.5 10.0 
Indonesia 9.6 9.5 1.0 7.5 
Japan* 3.3 2.8 2.3 2.7 
M a l a y s i a 3.1 4.4 4.7 4.7 
Philippines 14.2 18.7 9.0 7.0 
Singapore 3.4 3.4 2.2 2.5 
South Korea 8.6 9.3 6.5 5.0 
Taiwan 4.1 3.6 4.5 4.4 
Thailand 6.0 5.7 4.5 5.7 
Note： * Fiscal years 
Source ： O r i g i n a l d a t a w e r e e x t r a c t e d f r o m A s i a n E c o n o m i c 
Survey, 1992. 
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The direct impact of high inflation on the banking i n d u s t r y 
is the surge in operating c o s t s . Given its labour intensive 
n a t u r e , the Hong Kong banking sector has suffered from a r a p i d 
rise in b o t h b r a n c h rental and staff w a g e s . While the rental has 
increased b y several times in the past three years, wages h a v e 
also risen b y 25% correspondingly. For the same p e r i o d , 
m a n a g e r i a l salaries have gone up b y as much as 30% in the 
f i n a n c i a l s e c t o r (Hong K o n g M o n t h l y D i g e s t of S t a t i s t i c s ' 
D e c e m b e r 1993) . Take the Hong Kong and Shanghai Bank as an 
e x a m p l e , its salary expenses recently accounted for 32% of its 
total operating c o s t s . The latter in turn accounted for 62% of 
the total revenue of the bank (Hong Kong and Shanghai B a n k i n g 
C o r p o r a t i o n Annual Report 1991)• 
The rise in operating costs has impacts at both the macro-
and micro- levels. A t the marco-level, it is highly p r o b a b l e that 
m u l t i n a t i o n a l banks in Hong Kong might consider relocating their 
activities elsewhere in order to cut overheads (Yam 1994a' 1 9 9 4 b ) . 
A t the micro-level, individual banks are required to operate m o r e 
e f f i c i e n t l y in order to improve productivity and control costs 
(Chan 1 9 9 2 ) • F o r t h o s e w h o a r e u n a b l e to d o s o ' t h e i r 
p r o f i t a b i l i t y will be adversely affected. 
The problem of increasing operating costs and erosion of 
p r o f i t has recently been worsened b y the occurrence of two 
incidents. The first is the adoption of anti-speculative m e a s u r e s 
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b y b a n k s to cool down the overheated p r o p e r t y market since 1 9 9 1 . 
U n d e r the instruction of the financial authority, the banks h a v e 
imposed a series of measures ： a 70% ceiling on loan to v a l u e 
r a t i o s , instantaneous payment of stamp duty upon signing of 
initial sales and purchases agreements and increase in m o r t g a g e 
rates (Hang Seng Economic Monthly, May/June 1994)• These m e a s u r e s 
on one h a n d have helped banks improve their loan q u a l i t y a n d 
m a i n t a i n a healthier portfolio. On the other hand, they h a v e 
n e v e r t h e l e s s reduced the huge profit that banks u s e d to reap from 
their m o r t g a g e b u s i n e s s e s . The second incident is the p h a s e d 
a b o l i t i o n of the inter-rate agreement in Hong Kong since O c t o b e r 
1994 (Hock 1994) . This interest rate deregulation has g r e a t l y 
n a r r o w e d the wide spread that banks used to enjoy (Chan 1 9 9 5 ) . 
To sum u p , when taking both the unfavourable political a n d 
d o m e s t i c e c o n o m i c d e v e l o p m e n t s t o g e t h e r , t h e p r e s e n t s t u d y 
h y p o t h e s i z e s the following： 
H^ The most unfavourable environmental factors influencing the 
Hong Kong banking industry in the coming decade will be the 
(1) internal political conditions; and (2) rising 
operating costs. 
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Difference in Environmental Perception 
The p o s s i b l e difference in environmental p e r c e p t i o n among 
the six strategic groups has been explained in Chapter 工 工 工 . T h e 
f o l l o w ing section w i l l try to identify the specific p e r c e p t u a l 
d i f f e r e n c e s and p u t them to hypothesis t e s t i n g . 
A l t h o u g h theoretically environmental assessment follows an 
an objective basis (Porter 1980), it is still possible for firms 
w i t h i n the same industry but with different backgrounds to e n d u p 
w i t h d i f f e r i n g environmental perceptions (Schneider and de M e y e r 
1991； Sawyerr 1992) . This is especially true for firms that 
b e l o n g to different strategic groups since each of them is 
e x p e c t e d to face a somewhat different task environment (Wilson and 
G i l l i g a n w i t h Pearson 1992). 
C l o s e l y related to this, other scholars maintain that the 
d i f f e r e n c e in environmental perception can be viewed as d e t e r m i n e d 
b y the difference in perceived environmental uncertainties and 
c a p a b i l i t y to cope with them (Dutton and Duncan 1987; Paine and 
A n d e r s o n 1975). Hence, firms which are well-endowed w i t h 
p r o p r i e t a r y information and knowledge, should be more competent in 
assessing environmental changes accurately. As a result, they m a y 
p e r c e i v e the situation as more certain and favourable than others 
that lack the information to do so. However, this favourable 
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p e r c e p t i o n m a y n o t occur if the firms p e r c e i v e that t h e y c a n n o t 
cope w i t h or even take advantage of the changes (Daft a n d W e i c k 
1984)• H e n c e , in the context of the domestic b a n k i n g s e c t o r , the 
PRC b a n k s s h o u l d v i e w themselves as m o r e a d v a n t a g e o u s in c a p t u r i n g 
b u s i n e s s o p p o r t u n i t i e s emerging from the economic i n t e g r a t i o n w i t h 
China b e c a u s e of their familiarity and extensive c o n n e c t i o n w i t h 
China (Hsu, Chan and Young 1991) . S i m i l a r l y , due to t h e i r 
k n o w l e d g e of the PRC system and its a d m i n i s t r a t i v e m o d e , t h e s e 
b a n k s s h o u l d also h a v e a m o r e favourable p e r c e p t i o n of the 
d o m e s t i c p o l i t i c a l conditions that relate to the s o v e r e i g n t y 
h a n d o v e r . I n d e e d , their close link w i t h the C h i n e s e g o v e r n m e n t 
also c o n s t i t u t e s an additional edge for them to cope w i t h the 
p o l i t i c a l t r a n s i t i o n (Chan 1992). 
B a s e d on the above a n a l y s i s , two relevant h y p o t h e s e s are 
f o r m u l a t e d accordingly： 
H^ In general, CRBG will have a more favourable perception of 
the economic integration with China than other banking 
groups in the coming decade. 
H5 In general, CRBG will have a more favourable perception of 
the internal political conditions than other banking groups 
in the coming decade. 
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Difference in Competitive Advantages 
A f t e r c o n d u c t i n g the e n v i r o n m e n t a l a s s e s s m e n t , f i r m s c a n 
come u p w i t h their o w n e n v i r o n m e n t a l p e r c e p t i o n . S i m i l a r l y , b y 
c a r r y i n g o u t the i n t e r n a l a s s e s s m e n t , firms are a l s o a b l e to 
i d e n t i f y t h e i r d i s t i n c t c o m p e t e n c i e s (Jauch a n d G l u e c k 1989) . F o r 
r e a s o n s m e n t i o n e d in C h a p t e r 工工工，the six b a n k i n g g r o u p s u n d e r 
s t u d y are e x p e c t e d to b e e n d o w e d w i t h d i f f e r e n t c o m p e t i t i v e 
a d v a n t a g e s . To f a c i l i t a t e the h y p o t h e s i s f o r m u l a t i o n , t h e i r 
p o s s i b l e d i f f e r e n c e s in c o m p e t i t i v e a d v a n t a g e s w i l l b e p r e s e n t e d 
in line w i t h G u i l t i n a n a n d Paul's m o d i f i e d c l a s s i f i c a t i o n of 
a d v a n t a g e s (c.f. C h a p t e r 1工工）.According to this c l a s s i f i c a t i o n , 
four m a j o r sources of c o m p e t i t i v e advantages are e x a m i n e d below： 
Superior skills 
A b i l i t y in p r o d u c t d i f f e r e n t i a t i o n a n d i n n o v a t i o n , a n d 
e x p e r t i s e in China b u s i n e s s are the m a j o r superior s k i l l s u n d e r 
d i s c u s s i o n . In g e n e r a l , b a n k s ' c a p a b i l i t y o f p r o d u c t 
d i f f e r e n t i a t i o n and innovation can result from s u p e r i o r r e s e a r c h 
a n d d e v e l o p m e n t , a n d a c c u m u l a t e d c o m m e r c i a l i n f o r m a t i o n o n 
p a r t i c u l a r p r o d u c t m a r k e t s (Cho 1985). H o w e v e r , due to l i m i t e d 
a t t r i b u t e s of b a n k i n g p r o d u c t s (Dufey and G i d d y 1981) a n d the 
a b s e n c e of a p r o p e r p a t e n t system (von Clemm 1976), b a n k s f i n d it 
d i f f i c u l t to develop their advantage through real t e c h n o l o g i c a l 
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b r e a k t h r o u g h . O n the o t h e r h a n d , it is quite p r o b a b l e for b a n k s 
t o d i f f e r e n t i a t e t h e i r o f f e r i n g v i a p o s s e s s i o n o f v a l u a b l e 
c o m m e r c i a l i n f o r m a t i o n . T h i s p o s s e s s i o n r e s u l t s f r o m t h e i r 
i n t e r n a t i o n a l b a n k i n g e x p e r i e n c e a n d k n o w l e d g e i n a d v a n c e d 
f i n a n c i a l i n s t r u m e n t s (Burton a n d Saelens 1 9 8 6 ) . In w h o l e s a l e 
b a n k i n g , p r o j e c t f i n a n c i n g , s y n d i c a t i o n , c o - f i n a n c i n g a n d 
s o v e r e i g n l e n d i n g a r e c o m m o n a r e a s f o r d e r i v i n g s u c h 
d i f f e r e n t i a t i o n (Cho 1985)• 
W h e n c o m p a r e d b e t w e e n e x p e r i e n c e d W e s t e r n b a n k s a n d b a n k s 
f r o m o t h e r o r i g i n s , the former seem to b e m o r e a d v a n t a g e o u s in 
this k i n d of p r o d u c t d i f f e r e n t i a t i o n a n d i n n o v a t i o n . A s n o t e d , 
m o s t of the A m e r i c a n a n d E u r o p e a n b a n k s h a v e b e e n i n v o l v e d in 
i n t e r n a t i o n a l b a n k i n g for m a n y d e c a d e s (Goldberg a n d J o h n s o n 1990； 
C a n a l s 1993) . T h e i r e x p e r i e n c e should enable them to p o s s e s s m o r e 
p r o p r i e t a r y i n f o r m a t i o n a n d k n o w l e d g e than b a n k s t h a t h a v e o n l y 
r e c e n t l y b e c o m e i n v o l v e d in i n t e r n a t i o n a l b a n k i n g . A s a 
c o r o l l a r y , these e x p e r i e n c e d W e s t e r n b a n k s are b e t t e r e q u i p p e d in 
m e e t i n g the d e m a n d s of their target c u s t o m e r s . 
C o n v e r s e l y , in r e s p e c t of expertise in China b u s i n e s s , it is 
q u i t e u n l i k e l y that these W e s t e r n banks e n j o y the same a m o u n t of 
p r o p r i e t a r y i n f o r m a t i o n and e x p e r i e n c e as they do e l s e w h e r e . O n 
the o t h e r h a n d , PRC b a n k s are m o r e advantageous in s e r v i n g t h e i r 
h o m e c u s t o m e r s a n d China investors due to their f a m i l i a r i t y a n d 
e x t e n s i v e c o n n e c t i o n w i t h the m a i n l a n d . H e n c e , u n d e r the p r e m i s e 
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that b a n k s r e l y m o r e on their u n i q u e c o m p e t e n c y for c o m p e t i t i o n 
(jauch and G l u e c k 1989), two relevant h y p o t h e s e s a r e d e v e l o p e d 
accordingly： 
H Owing to their richer experience in international banking 6 
and knowledge in financial instruments, American and 
European banks will rely more on product differentiation 
and innovation than others for competition in the coming 
decade. 
H7 Owing to their familiarity with the PRC system and extensive 
China connection, PRC banks will rely more on expertise in 
China business than others for competition in the coming 
decade. 
Svstems or arrangements 
Two system or arrangement advantages are h y p o t h e s i z e d for 
testing： (1) a g o o d d i s t r i b u t i o n network； and (2) a f f i l i a t i o n w i t h 
other b a n k s . Due to difference in business domain and r e s o u r c e s , 
it is expected that banking groups will v a r y in their d e g r e e of 
reliance on these two sources of competitive a d v a n t a g e s . 
As regards distribution n e t w o r k , the difference lies b e t w e e n 
the retail and wholesale b a n k s . U s u a l l y , retail b a n k s are 
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r e q u i r e d to have a more comprehensive distribution n e t w o r k to 
ensure the efficient delivery of their offerings. (Channon 1990〉. 
C o n v e r s e l y , such a network is less urgent for w h o l e s a l e b a n k s 
w h i c h target a smaller number of corporate clients. F u r t h e r m o r e , 
their p r i o r i t y on distribution network is further s u p p r e s s e d b y 
t h e p r e s e n c e of t h e ‘ o n e b r a n c h r e s t r i c t i o n ' . U n d e r t h i s 
r e g u l a t o r y constraint, most wholesale oriented banks in Hong Kong 
are s i m p l y prohibited from developing their branch n e t w o r k even if 
t h e y really want t o . 
The hypothesis regarding affiliation with other b a n k s is 
alongside the possible strategic m o v e of local Chinese b a n k s (Jao 
1988; N y a w and Lau 1991). In other words, these banks are 
e x p e c t e d to rely more on strategic alliance to strengthen their 
resources and image than other m o r e resourceful b a n k s . To sum u p , 
two relevant hypotheses are formulated as follows： 
Ho Owing to the difference in business domain, retail banking 8 
groups (HSBG, CRBG and LCBG) will rely more on distribution 
network than wholesale groups (ABG, JBG and EBG) for 
competition in the coming decade. 
Hg In order to strengthen their resources and image, local 
Chinese banks will rely more on affiliation with other banks 
for competition in the coming decade. 
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Resources 
Given the intangible nature of b a n k i n g , corporate r e p u t a t i o n 
a n d financial resources are the major 'resources' a d v a n t a g e s 
d i s c u s s e d h e r e . Generally speaking, corporate or b r a n d n a m e s 
w h i c h have lasted for m a n y years are likely to develop stronger 
customer loyalty and become part of the fabric of the m a r k e t 
(Murphy 1991). This explains the market dominance of w e l l 
e s t a b l i s h e d companies like IBM and Kodak, since their b r a n d n a m e s 
h a v e b e c o m e g e n e r i c a l l y associated w i t h the product c a t e g o r y 
(Brown 1986) . In addition, those names which are or can b e 
e x p l o i t e d internationally are g e n e r a l l y more valuable than those 
r e s t r i c t e d to domestic markets (Hooley and Saunders 1993) . A s 
such, firms w i t h a global presence are generally considered to b e 
m o r e reputable than local o n e s . Specifically for b a n k i n g , Cho 
(1985) further maintained that the size of a bank is u s u a l l y 
c l o s e l y related to its reputation as it represents reliability and 
s t a b i l i t y to depositors and lenders. Based on the above a n a l y s i s , 
it seems to suggest that long established multinational banks like 
those from A B G and EBG have a higher international reputation 
t h a n o t h e r g r o u p s w h i c h a r e e i t h e r l e s s e x p e r i e n c e d in 
international banking or smaller in scale of operations. 
Besides reputation, banks' ability to tap reliable sources 
of q u a l i t y funds is another kind of resource advantage. In 
s e g m e n t s w i t h r e l a t i v e l y l i t t l e p o t e n t i a l f o r p r o d u c t 
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d i f f e r e n t i a t i o n , a c c e s s to c h e a p e r funds implies a s i g n i f i c a n t 
c o m p e t i t i v e e d g e for b a n k s (Cho 1 9 8 5 ) . A m o n g o t h e r s , this 
s o u r c i n g a b i l i t y is b e l i e v e d to be h i g h l y r e l a t e d to b a n k ' s 
n a t i o n a l i t y , or m o r e s p e c i f i c a l l y , the trade surplus of its h o m e 
c o u n t r y (Adams a n d H o s h i i 1 9 7 2 ) . In this r e s p e c t , J a p a n e s e b a n k s 
w e r e g e n e r a l l y seen as m o r e r e s o u r c e f u l than b a n k s from o t h e r 
o r i g i n s . C o u p l e d w i t h J a p a n e s e firms' t r a d i t i o n a l • s t r a t e g i c 
o r i e n t a t i o n of share b u i l d i n g (Kotler, F a h e y a n d J a t u s r i p i t a k 
1986； P r e s t o w i t z 1 9 8 8 ) , it is q u i t e l i k e l y that J a p a n e s e b a n k s 
r e l y m o r e o n low f i n a n c i n g c o s t as their c o m p e t i t i v e e d g e . 
F o l l o w i n g t h e a b o v e d i s c u s s i o n , t w o r e l e v a n t h y p o t h e s e s a r e 
d e v e l o p e d below： 
Hio Owing to richer experience and larger scale of operations in 
international banking, ABG and EBG will rely more on 
international reputation and image than other groups for 
competition in the coming decade. 
Hii Owing to larger amount of accumulated trade surpluses and 
traditional strategic orientation of share building, JBG 
will rely more on low financing cost than other groups for 
competition in the coming decade. 
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Cultural advantages 
As mentioned in Chapter 工 工 工 ， c u l t u r a l p r o x i m i t y has b e e n 
added in the original classification of Guiltinan and Paul to 
demonstrate the unique advantages possessed b y the two ethnic 
Chinese banking groups, CRBG and LCBG. As hypothesized, due to 
ethnic tie and familiarity, these Chinese banks m a y be more 
tactful in serving Chinese customers at both retail and wholesale 
l e v e l s . The notion of cultural proximity as a competitive edge 
is attested b y the empirical evidence that multinational service 
companies u s u a l l y prefer to enter markets culturally similar to 
their home countries (Weinstein 1977; Khoury 1979)• B a s e d on 
this, the last hypothesis regarding competitive advantage is 
developed as: 
Hi, Owing to their ethnic tie with Chinese customers, CRBG and 
� A 
LCBG will rely more on cultural proximity than other groups 
for competition in the coming decade. 
Difference in Strategic Responses 
Based on the research framework proposed in Figure 3.1, 
hypotheses in relation to the following strategic elements are 
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f o r m u l a t e d accordingly： 
Corporate objective and strategic focus 
In l i t e r a t u r e , the Japanese firms w e r e a l w a y s l a b e l l e d as 
h i g h l y m a r k e t i n g o r i e n t e d (Kotler a n d F a h e y 1982; L a z e r , M u r a t a 
a n d K o s a k a 1985) a n d e a g e r to p u r s u e t h e i r long t e r m m a r k e t s h a r e 
o b j e c t i v e s {Prestowitz 1988； T s u r u m i 1 9 8 4 ) . To e x p l a i n t h e i r 
s t r a t e g i c o r i e n t a t i o n , e m p i r i c a l a n d case f i n d i n g s p o i n t e d to 
t h e i r s o c i o - c u l t u r a l , g o v e r n m e n t a l a n d o t h e r i n s t i t u t i o n a l 
c h a r a c t e r i s t i c s (Stone 1969; B o s t o n C o n s u l t i n g G r o u p 1975; T s u r u m i 
1976； G i b b s 1980; A l l e n 1981; J o h n s o n 1982; T h u r o w 1 9 8 5 ) , a n d 
t r a d i t i o n a l b e l i e f in the v a l u e of m a r k e t i n g for b u s i n e s s s u c c e s s 
(Kotler a n d F a h e y 1 9 8 2 ) . 
A p a r t from J a p a n e s e e n t i t i e s , it is o b s e r v e d that r e t a i l 
b a n k s in H o n g K o n g h a v e also m o r e w i d e l y e m p l o y e d m a r k e t i n g for 
c o m p e t i t i o n (Chan and H o 1991) a n d p a i d m o r e a t t e n t i o n to s h a r e 
c o m p e t i t i o n (Chan 1 9 9 2 ) . Their responses can b e i n t e r p r e t e d a l o n g 
w i t h the i n c r e a s i n g m a t u r i t y of the d o m e s t i c retail m a r k e t . A s 
the m a r k e t has b e c o m e m o r e and more s a t u r a t e d , c o m p e t i t o r s h a v e to 
p l a c e h i g h e r p r i o r i t y on developing n e w segments a n d i n e v i t a b l y b e 
e n g a g e d in k e e n e r share c o m p e t i t i o n . 
C o n v e r s e l y , W e s t e r n firms were g e n e r a l l y r e g a r d e d as m o r e 




p e r f o r m a n c e (Doyle, S a u n d e r s a n d W o n g 1 9 8 6 , W o n g , S a u n d e r s a n d 
D o y l e 1988； D o y l e , S a u n d e r s a n d W o n g 1992; F o r d a n d H o n e y c u t t 
1992) • A s m a i n t a i n e d , the a d v a n t a g e of the W e s t e r n f o c u s o n 
p r o d u c t i v i t y is q u i c k p r o f i t e n h a n c e m e n t t h r o u g h c u t t i n g in 
o p e r a t i n g e x p e n s e s . H o w e v e r , this a p p r o a c h m a y a l s o r e s u l t in a n 
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e r o s i o n of m a r k e t p o s i t i o n in the l o n g e r run (Doyle, S a u n d e r a n d 
j 
W o n g 1 9 9 2 ) . 
I 
i 
\ A l t h o u g h t h i s t y p i c a l W e s t e r n a p p r o a c h h a s b e e n w e l l 
d o c u m e n t e d e l s e w h e r e , it is c o n t e n d e d t h a t it is less o b s e r v a b l e 
in the d o m e s t i c b a n k i n g s e c t o r . D u e to bankers‘ g e n e r a l c o n c e r n 
of the r i s e in o p e r a t i n g costs in H o n g K o n g (Chan 1992) ‘ it is 
l i k e l y t h a t r e g a r d l e s s of their n a t i o n a l i t y , m o s t of the b a n k s 
w o u l d b e m o r e i n c l i n e d to a d o p t this p r o d u c t i v i t y o r i e n t e d f o c u s . 
T h i s m i g h t e v e n t u a l l y m a k e the r e l e v a n t i n t e r - g r o u p d i f f e r e n c e . 
too s m a l l to b e d e t e c t e d s t a t i s t i c a l l y . 
To sum u p the a b o v e , two r e l e v a n t h y p o t h e s e s a r e t h u s 
d e v e l o p e d accordingly： 
I H^3 JBG and retail banking groups (HSBG, CRBG and LCBG) will 
focus more on developing new market segments than others in 
the coming decade. 
Hi4 JBG and retail banking groups (HSBG, CRBG and LCBG) will 
focus more on acquiring market share than others in the 
i 
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The hypotheses developed here follow the d i s c u s s i o n in 
I p r e v i o u s sections concerning the possible advantage and focus 





Hi5 Given Japanese banks' traditional focus on cultivating new 
market segments and the increased maturity of the domestic 
retail sector, JBG and retail banking groups (HSBG, CRBG and 
LCBG) will be more inclined to pursue diversification or 
market development strategy in the coming decade. 
H-: Given their richer experience in international banking and 
16 
consequently stronger advantages in product differentiation. 
Western banks (ABG and EBG) will be more inclined to pursue 
product development or innovation strategy in the coming 
decade. 
Hi7 In order to strengthen their resources and image, local 
Chinese banks will be more inclined to pursue strategic 
alliance or horizontal integration strategy in the coming 
decade. 
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Maior market and product 
T h e d i s c u s s i o n h e r e c o n c e r n s the types of c u s t o m e r s a n d 
b a n k i n g p r o d u c t s that d i f f e r e n t b a n k i n g g r o u p s w i l l e m p h a s i z e in 
the c o m i n g d e c a d e . In v i e w of the h i g h e r c o r p o r a t e i m a g e of 




c o n t i n u e to focus on the h i g h e r e n d c u s t o m e r s . In a d d i t i o n , a f t e r 
j • 
the m e r g e r w i t h M i d l a n d B a n k , H S B G has b e c o m e o n e of t h e t e n 
l a r g e s t b a n k i n g g r o u p s in the w o r l d (Fast E a s t e r n E c o n o m i c R e v i e w , 
21 M a y 1992; S o u t h C h i n a M o r n i n g P o s t , 25 A p r i l 1 9 9 2 ) . T h i s h a s 
g r e a t l y i m p r o v e d t h e i r i n t e r n a t i o n a l s t a n d i n g a n d f u r t h e r e n h a n c e d 
t h e i r c a p a b i l i t y o f t a r g e t i n g t h e h i g h e r e n d c u s t o m e r s . 
C o n v e r s e l y , a l t h o u g h m o s t J a p a n e s e b a n k s a r e a l s o l a r g e 
m u l t i n a t i o n a l b a n k s , it is p r e d i c t e d that t h e y w i l l b e l e s s 
e n t h u s i a s t i c a b o u t d e v e l o p i n g the h i g h e r e n d m a r k e t s e g m e n t . T w o 
r e a s o n s a c c o u n t for this low enthusiasm： (1) t h e i r r e l a t i v e l y 
low e x p e r i e n c e in i n t e r n a t i o n a l b a n k i n g (Adams a n d H o s h i i 1 9 7 2 ; d e 
la B a u m e a n d G u p t a 1991)； a n d (2) their g e n e r a l p r e f e r e n c e to the 
l a r g e r s i z e d m i d d l e s e g m e n t due to e c o n o m i e s of s c a l e a n d 
e x p e r i e n c e e f f e c t c o n s i d e r a t i o n (Prestowitz 1 9 8 8 ) . 
4 
In r e s p e c t of types of b a n k i n g p r o d u c t s , the m a i n d i f f e r e n c e 
is b e t w e e n r e t a i l a n d w h o l e s a l e b a n k i n g g r o u p s . A s p r e d i c t e d , 
w h o l e s a l e g r o u p s w i l l c o n t i n u e to f o c u s m o r e o n w h o l e s a l e 
b u s i n e s s e s like m o n e y a n d c a p i t a l m a r k e t o p e r a t i o n s , p r o j e c t 
f i n a n c i n g a n d s y n d i c a t i o n t h a n r e t a i l g r o u p s . T h i s m a i n l y 
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I a t t r i b u t e s to the one b r a n c h r e s t r i c t i o n that g r e a t l y l i m i t s the 
� 
I I 
p r o d u c t c h o i c e of w h o l e s a l e b a n k s . B a s e d on this a n a l y s i s , the 
I 
l a s t two h y p o t h e s e s are f o r m u l a t e d accordingly： 
H- o HSBG, ABG and EBG will be more inclined to target to the 
1 o 
higher end customers than other groups in the coming decade. 
Hi9 Wholesale banks (ABG, JBG and EBG) will continue to focus 
more on wholesale businesses like money and capital market 
operations, project financing and syndication than retail 
banks (HSBG, CRBG and LCBG) in the coming decade. 
To s y n t h e s i z e all the foregoing h y p o t h e s e s g r a p h i c a l l y , the 
r e s e a r c h f r a m e w o r k p r o p o s e d in C h a p t e r III is r e s t a t e d h e r e b y 
i n c o r p o r a t i n g all the relevant h y p o t h e s e s in it. In Figure 4 . 3 , 
the r e s t a t e d framework is d e v e l o p e d to link all the 19 h y p o t h e s e s 
t o g e t h e r . B r i e f l y , the left h a n d b o x of the framework s p e c i f i e s 
h y p o t h e s e s r e l a t i n g to b a n k s ' p e r c e p t i o n of the future b a n k i n g 
e n v i r o n m e n t (H^ to H ^ ) . In a d d i t i o n , g i v e n t h e d i f f e r e n t 
b a c k g r o u n d s of the six b a n k i n g groups (i.e. strategic g r o u p 
f a c t o r ) , c o r r e s p o n d i n g h y p o t h e s e s are also formulated to i n d i c a t e 
t h e i r p o s s i b l e d i f f e r e n c e s in environmental p e r c e p t i o n (H^, H ^ ) , 
c o m p e t i t i v e advantages (Hg to H^^^ and strategic r e s p o n s e s (H^^ 
to H ^ g ) . 
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Figure 4.3 - Restated Research Framework by Incorporating 
all the Relevant Hypotheses 
ENVIRONMENTAL ASSESSMENT: 
PERCEPTION OF THE FUTURE (H^, STRATEGIC GROUP FACTOR 
BANKING ENVIRONMENT H^) ； 
<i Nature & Background of a 
I — Particular Banking Group 
Deterioration in the Overall 
Banking Environment (H^) 
Favourable Factors: (H^) ( ¾ ^o 只工之） 
1. Growing economic 
integration with China 1 
2. Fast economic growth in the 
Asia Pacific region INTERNAL ASSESSMENT 
3 • Increasing 
internationalization of Sources of Advantages & 
HK's financial markets Relative Competitiveness 
Unfavourable Factors: (H^) 
1. Internal political 
conditions 
2. Rising operating costs 
STRATEGIC RESPONSES 
Corporate Mission/ 





- G e n e r i c Strategy 
(Hi5 to Hi7) 
- M a j o r Market & Product 
(Hi8, H^g) 








T h e d e s c r i p t i o n on r e s e a r c h d e s i g n w i l l . fall into the 
i 
！ 
f o l l o w i n g areas： 
Collection of Secondary Data 
J o u r n a l a n d m a g a z i n e a r t i c l e s , p a p e r c l i p p i n g s , r e l e v a n t 
a n n u a l r e p o r t s a n d statistics from v a r i o u s sources w e r e g a t h e r e d 
in o r d e r to o b t a i n a g r e a t e r insight on the issues u n d e r 
i n v e s t i g a t i o n . I n d e e d , m o s t of the relevant m a t e r i a l s h a v e 
a l r e a d y b e e n m e n t i o n e d e a r l i e r . B r i e f l y , these s e c o n d a r y d a t a 
w e r e e m p l o y e d to e n h a n c e u n d e r s t a n d i n g of the following： 
1 . B a c k g r o u n d and current situation of the H o n g K o n g 
b a n k i n g environment； 
2 . Possible environmental changes in Hong Kong and its 
b a n k i n g sector； 
3. F r a m e w o r k t h a t m a y b e a p p l i c a b l e to a n a l y z e t h e 






4 . Strategic characteristics of different b a n k i n g g r o u p s 






i A l l the collected data served as valuable input to d e v e l o p 
j 
！ q u e s t i o n s for the subsequent in-depth interviews and m a i l s u r v e y , 
i 
Collection of Primary Data 
The p o p u l a t i o n u s e d to collect the p r i m a r y data comprises 
the a f o r m e n t i o n e d six banking groups w h i c h are defined as: 
1 . The Hong Kong and Shanghai Banking Group (HSBG) w h i c h 
comprises b o t h the Hong Kong and Shanghai Bank and H a n g 
Seng B a n k . 
2 . The China Related Banking Group (CRBG) w h i c h includes 
all the thirteen ‘ sister' banks of the Bank of China 
group plus Ka Wah Bank and Union Bank owned b y two 
mainland corporations operating in Hong K o n g . 
3. The American Banking Group (ABG) which includes all the 
banks whose country of beneficial ownership is the 






4 . The Japanese Banking Group (JBG) which includes all the 




I 5 . The European Banking Group (EBG) which includes all 
I 
1 
I the banks whose c o u n t r y of beneficial ownership is a n y 
I 
i one of the European countries but excludes m e m b e r s of 
the Hong Kong and Shanghai Banking G r o u p . 
6 . The Local Chinese Banking Group (LCBG) w h i c h includes 
all the banks whose country of beneficial ownership is 
H o n g Kong b u t excludes members from a n y one of the 
a f o r e m e n t i o n e d g r o u p s . 
A m o n g 164 licensed banks in Hong Kong, there are 129 b a n k s 
b e l o n g i n g to either one of the above g r o u p s . These 129 banks thus 
c o n s t i t u t e the p o p u l a t i o n of the investigation. 
A f t e r defining the p o p u l a t i o n , the primary data collection 
was c o n d u c t e d in two phases： 
In-depth personal interview 
One to four in-depth interviews with senior bankers from 
each m a j o r banking group were conducted. To maximize the 
c o v e r a g e , r e q u e s t s f o r i n t e r v i e w s w e r e s e n t to t h e w h o l e 
p o p u l a t i o n b a s e d o n p a r t i c u l a r s p r o v i d e d in t h e Kong Kong 
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Interbank Directory 1992. 
The reason for interviewing senior bankers at c o r p o r a t e 
level is b e c a u s e they are in an ideal position to v i s u a l i z e the 
r e l e v a n t environmental changes and formulate the r e s p o n d i n g 
s t r a t e g i e s (Pearce and Robinson 1988). The interview m a i n l y 
c o v e r e d the following areas： 
1 . Brief h i s t o r y of the banks and their operations in H o n g 
Kong ; 
2 . R e s p o n d e n t s ' opinions on the k e y environmental factors 
that w i l l affect the H o n g Kong banking industry in the 
coming decade； and 
3 . Strategies that the banks will adopt to cope w i t h the 
changing environment. 
Mail survey 
B a s e d on findings from the secondary sources and i n - d e p t h 
interviews, a questionnaire for mail survey was d e v e l o p e d to 
address the issues more rigorously. After p i l o t - t e s t i n g , the 
q u e s t i o n n a i r e was sent directly to the senior executive of each of 
the 129 b a n k s . A g a i n , the research frame was compiled from the 








A l o n g w i t h the research objectives m e n t i o n e d e a r l i e r , the 




I 1. R e s p o n d e n t s‘ p e r c e p t i o n of t h e c u r r e n t b a n k i n g 
i 
environment and environment in the coming decade： 
T h i s w a s a c h i e v e d b y e x a m i n i n g t h e r e s p o n d e n t s‘ 
pe r c e i v e d favourableness of a number of e n v i r o n m e n t a l 
f a c t o r s g e n e r a t e d f r o m l i t e r a t u r e a n d i n - d e p t h 
interviews; 
2 . M a j o r competitive advantages of the responding b a n k s 
and competitiveness of each banking g r o u p in the 
coming decade； 
3 . Strategies that the banks will employ to cope w i t h the 
future banking environment； and 
4 . Classification d a t a . 
To assist with subsequent statistical tests, s t r u c t u r e d 
q u e s t i o n s w e r e l a r g e l y e m p l o y e d . D u e to p r e v i o u s t h o r o u g h 
e x a m i n a t i o n of secondary data and in-depth interviews, it was 
feasible to set structured questions for most of the issues u n d e r 
i n v e s t i g a t i o n . 
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I 
I Data analysis 
S P S S P C is the m a j o r tool for data a n a l y s i s a n d h y p o t h e s i s 
t e s t i n g . In v i e w of the r e l a t i v e l y small p o p u l a t i o n a n d p r o b a b l y 
I 
I . 
I s a m p l e s i z e , n o n - p a r a m e t r i c tests were u s e d as far as p o s s i b l e . 
1 . W i l c o x o n M a t c h e d - P a i r s S i g n e d R a n k s test (t-test f o r 
t w o d e p e n d e n t s a m p l e s equivalent) ： T h i s w a s u s e d to 
t e s t w h e t h e r t h e r e w a s a n y s i g n i f i c a n t d i f f e r e n c e 
b e t w e e n bankers‘ p e r c e p t i o n of the p r e s e n t b a n k i n g 
e n v i r o n m e n t a n d that of the f u t u r e b a n k i n g e n v i r o n m e n t . 
2 . T h e F r i e d m a n t e s t ( R e p e a t e d m e a s u r e s a n a l y s i s o f 
v a r i a n c e equivalent) ： The F r i e d m a n test w a s u s e d to 
e x a m i n e w h e t h e r e n v i r o n m e n t a l f a c t o r s u n d e r 
i n v e s t i g a t i o n h a d s i g n i f i c a n t d i f f e r e n c e s i n t h e i r 
p e r c e i v e d f a v o u r a b l e n e s s (Siegel 1 9 8 8 ) . In the case 
w h e r e a s i g n i f i c a n t d i f f e r e n c e was f o u n d , the f o r e g o i n g 
W i l c o x o n test w o u l d then b e e n u s e d to c o m p a r e d i f f e r e n t 
p a i r s of e n v i r o n m e n t a l factors to d e t e c t w h e r e the 
d i f f e r e n c e was f r o m . The a p p r o a c h follows the logic of 
t w o p r e v i o u s s t u d i e s c o n c e r n i n g e n v i r o n m e n t a l 
u n c e r t a i n t y (Daft and W e i c k 1984； S a w y e r r 1 9 9 3 ) . 
3 . K r u s k a l - W a l l i s (One-way A N O V A equivalent) a n d Mann-
W h i t n e y U tests (t-test for two i n d e p e n d e n t s a m p l e s 
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equivalent) ： The Kruskal-Wallis test was u s e d to 
e x a m i n e w h e t h e r d i f f e r e n t b a n k i n g g r o u p s h a d 
s i g n i f i c a n t d i f f e r e n c e s i n t h e i r e n v i r o n m e n t a l 
p e r c e p t i o n , c o m p e t i t i v e a d v a n t a g e s , a n d s t r a t e g i c 
responses • The follow-up M a n n - W h i t n e y U test w a s u s e d 
i 
� to compare different pairs of banking groups to d e t e c t 





I 4. In other cases where the strategic responses w e r e c o d e d 
I 
c a t e g o r i c a l l y , the Chi-square test was also u s e d to 
I 
! detect w h e t h e r there was any significant d i f f e r e n c e in 
j 
responses among different b a n k i n g g r o u p s . 
The selection of these non-parametric tests is b a s e d on 
their p o p u l a r i t y and p o w e r in analyzing the issues in q u e s t i o n 
(Siegel 1956, 1 9 8 8 ) . 
Discussion on Methodology 
Like other forecasting w o r k s , there is no guarantee that 
p r e d i c t i o n s m a d e b y t h e b a n k e r s r e g a r d i n g t h e e n v i r o n m e n t a l 
c h a n g e s w i l l a c t u a l l y m a t e r i a l i z e . I n d e e d , t h e p o s s i b l e 
d i f f e r e n c e b e t w e e n ‘perceived environment‘ a n d ‘actual 
e n v i r o n m e n t ' has b e e n well documented in literature (Robbins 
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1983) . H o w e v e r , it is argued that firms only r e s p o n d to the 
e n v i r o n m e n t p e r c e i v e d and interpreted b y the d e c i s i o n m a k e r s 
(Pfeffer and Salancik 1978). This implies the e n v i r o n m e n t a l 
c o n d i t i o n s that are not n o t i c e d do not affect their m a n a g e m e n t 
d e c i s i o n s or a c t i o n s . Besides this, the present r e s e a r c h d e s i g n 
h a s a l r e a d y taken various p r e c a u t i o n s to minimize p o s s i b l e b i a s . 
F i r s t , through extensive literature review a n d d i s c u s s i o n s 
w i t h p r a c t i t i o n e r s , m o s t of t h e s i g n i f i c a n t e n v i r o n m e n t a l 
v a r i a b l e s s h o u l d h a v e a l r e a d y b e e n t a k e n i n t o a c c o u n t f o r 
i n v e s t i g a t i o n . Second, b y referring to b o t h h a r d data (mainly 
r e l a t e d to current situation) and findings from interviews a n d 
s u r v e y , the danger of over-relying on either one s o u r c e of 
i n f o r m a t i o n is m i n i m i z e d . In fact, it is r e p o r t e d that the 
a c c u r a c y of the ultimate forecast will be strengthened if b o t h 
q u a n t i t a t i v e and qualitative techniques are employed (Pearce a n d 
R o b i n s o n 1 9 8 8 ) . 
T h i r d , specifically relating to the in-depth interviews a n d 
m a i l survey, the potential bias of respondents has also b e e n 
n o t e d . For instance, b y contacting a considerable n u m b e r of 
p r a c t i t i o n e r s from organizations with different b a c k g r o u n d s , a 
m o r e b a l a n c e d v i e w c a n b e r e a c h e d . In a d d i t i o n , w i t h t h e 
inclusion of m o s t l y corporate planners as the subjects of 
investigation, the accuracy of the predictions is also e n h a n c e d . 
G i v e n their exposure and strategic vision, corporate p l a n n e r s 
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s h o u l d h a v e the f u l l e s t u n d e r s t a n d i n g on the o v e r a l l b a n k i n g 
e n v i r o n m e n t a n d c o r p o r a t e s t r a t e g i e s of t h e i r o r g a n i z a t i o n s . In 
f a c t , a l l t h e s e p r e c a u t i o n s h a v e p r e v i o u s l y b e e n t a k e n b y o t h e r 
s t u d i e s w i t h s i m i l a r o b j e c t i v e s (Udell, Laczniak" a n d L u s c h 1976； 
L a c z n i a k a n d L u s h 1987) . L a s t b u t n o t l e a s t , the a t t e m p t of 
a p p r o a c h i n g the w h o l e p o p u l a t i o n i n s t e a d of a s a m p l e f o r d o i n g the 












A s m e n t i o n e d in Chapter IV, in-depth interviews w i t h b a n k e r s 
w e r e e m p l o y e d in order to seek their valuable opinions on the 
b a n k i n g e n v i r o n m e n t and how their banks w o u l d r e s p o n d in the 
c o m i n g d e c a d e . This information on one hand can b e u s e d to 
v e r i f y c o m m e n t s a n d f o r e c a s t s t h a t h a d b e e n c o l l e c t e d f r o m 
s e c o n d a r y s o u r c e s . On the other h a n d , it can serve as e s s e n t i a l 
input to develop the questionnaire for the subsequent m a i l s u r v e y . 
The interviews were conducted between N o v e m b e r 1992 a n d 
A p r i l 1 9 9 3 . Senior executives of the banks were the p r i m a r y 
target for interview. Requests for interview were sent out to the 
entire p o p u l a t i o n based on particulars provided in the Hong Kong 
InterbarLk Directory 1992. 
A t t h e e n d of A p r i l 1 9 9 3 , t w e n t y o n e b a n k e r s w e r e 
i n t e r v i e w e d . Of t h e s e i n t e r v i e w e e s , s e v e n t e e n w e r e s e n i o r 
m a n a g e r s or corporate executives and the remaining four w e r e 
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'] 
e i t h e r f u n c t i o n a l m a n a g e r s or e c o n o m i s t s b y t i t l e . To e n s u r e a l l 
1 
the v i e w s came from senior e x e c u t i v e s , the four i n t e r v i e w e e s 
m e n t i o n e d a b o v e w e r e e x c l u d e d from the a n a l y s i s a l t h o u g h t h e i r 
o p i n i o n s w e r e in fact similar to those of the r e m a i n d e r . For 
i . 
！ r e f e r e n c e , the d e t a i l of the s e v e n t e e n f i n a l i z e d i n t e r v i e w e e s is 
s h o w n in A p p e n d i x I I I . 
D u r i n g the i n t e r v i e w s , u n s t r u c t u r e d q u e s t i o n s r e l a t i n g to 
the f o l l o w i n g a s p e c t s w e r e asked： 
1 . B r i e f h i s t o r y of the b a n k s and their o p e r a t i o n s in H o n g 
� Kong； 
2 . R e s p o n d e n t s ‘ o p i n i o n s a n d p e r c e p t i o n o f t h e k e y 
e n v i r o n m e n t a l factors that w o u l d a f f e c t the H o n g K o n g 
b a n k i n g i n d u s t r y in the coming decade； and 
3. S t r a t e g i e s that the b a n k s w o u l d adopt to cope w i t h the 
c h a n g i n g e n v i r o n m e n t . 
A p p e n d i x IV shows a list of the interviewing q u e s t i o n s . In 
o r d e r to a v o i d r e d u n d a n c y and conserve space, o n l y a s y n t h e s i s of 
i n t e r v i e w e e s‘ e n v i r o n m e n t a l p e r c e p t i o n s is p r e s e n t e d b e l o w . 
N e v e r t h e l e s s , all information g a t h e r e d from the i n t e r v i e w s w a s 




Synthesis of the Interviews 
In summary, the environmental perceptions of these six 
b a n k i n g g r o u p s have a great deal in common. The m a j o r d i f f e r e n c e 
I seems to revolve a r o u n d their attitudes toward the future e c o n o m i c 
� a n d p o l i t i c a l e n v i r o n m e n t s . Even for these two a s p e c t s , t h e i r 
！ • ‘ 
I d i f f e r e n c e is m a i n l y in degree rather than in k i n d . In o t h e r 
! 
w o r d s , w h i l e the six groups g e n e r a l l y agreed to w h a t a p a r t i c u l a r 
e n v i r o n m e n t a l development w o u l d b e in the coming d e c a d e , t h e y 
m i g h t d i f f e r w i t h regard to the pace and exact impact of the 
‘ d e v e l o p m e n t . Table 5.1 b e l o w presents the consolidated v i e w s of 
the six g r o u p s on various environmental d e v e l o p m e n t s . 
Detail of the Mail Survey 
B a s e d on findings from the interviews and literature r e v i e w , 
a q u e s t i o n n a i r e was developed. It was discussed and p i l o t - t e s t e d 
w i t h six bankers who held a middle management p o s i t i o n or a b o v e . 
A s m e n t i o n e d in Chapter IV, the final version of the q u e s t i o n n a i r e 
is a i m e d to collect information on the following areas： 
1. R e s p o n d e n t s ' p e r c e p t i o n of t h e c u r r e n t b a n k i n g 








































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































2 . M a j o r c o m p e t i t i v e a d v a n t a g e s of the r e s p o n d i n g b a n k s 
a n d c o m p e t i t i v e n e s s of each b a n k i n g g r o u p in the c o m i n g 
decade； 
3. S t r a t e g i e s that the b a n k s w o u l d e m p l o y to c o p e w i t h the 
future b a n k i n g environment； a n d 
4 . C l a s s i f i c a t i o n d a t a . 
丨 A p p e n d i x V s h o w s a c o p y of t h e q u e s t i o n n a i r e . T h e 
q u e s t i o n n a i r e was sent to chief or senior e x e c u t i v e s of the e n t i r e 
p o p u l a t i o n in S e p t e m b e r 1993 and details of the m a i l s u r v e y are 
d e s c r i b e d b e l o w . 
In the a f o r e m e n t i o n e d Hong Kong Interbank Directory 1992, 
p a r t i c u l a r s a r e p r o v i d e d o n e i t h e r t h e ‘Chief R e s i d e n t 
E x e c u t i v e ' or ‘ Chief Executive O f f i c e r ' (CEO) of e a c h b a n k . 
B a s e d on these, the q u e s t i o n n a i r e was sent direct to CEOs of the 
e n t i r e p o p u l a t i o n in the b e g i n n i n g of September 1 9 9 3 . T h r e e w e e k s 
a f t e r w a r d s , twenty n i n e replies from the CEOs were c o l l e c t e d . In 
o r d e r to further increase response rate, the q u e s t i o n n a i r e was 
t h e n sent to: (1) interviewees who h a d p a r t i c i p a t e d in the 
p r e v i o u s in-depth interview but were not the CEOs themselves； and 
(2) r a n d o m l y s e l e c t e d senior executives from o t h e r r e m a i n i n g 
b a n k s . The selection of the senior executives was b a s e d on the 
• 




a n u m b e r of senior executives of each b a n k . B y r e f e r r i n g to this 
i n f o r m a t i o n , a potential respondent from each of the b a n k s u n d e r 
c a t e g o r y (2) was selected for a p p r o a c h . To further e n c o u r a g e 
r e s p o n s e , telephone follow-ups were conducted at the e n d of 
S e p t e m b e r . 
In the middle of October, thirteen replies from c a t e g o r y 
(1) a n d eleven replies from category (2) were c o l l e c t e d . This 
m a k e s up a total number of fifty three replies and r e p r e s e n t s 42% 
I of the r e s p o n s e s from the p o p u l a t i o n . For reference, the d e t a i l 
of the respondents is summarized in A p p e n d i x V I . 
F e w p o i n t s r e l a t i n g to t h e r e s p o n d e n t s n e e d t o b e 
e l a b o r a t e d . First, in the ideal case, a s t u d y of this k i n d should 
o n l y i n c l u d e o p i n i o n s of C E O s . H o w e v e r , d u e t o t h e i r 
u n a v a i l a b i l i t y and busyness, such strict inclusion m i g h t lead to a 
v e r y low response rate. H e n c e , to retain a reasonable sample 
s i z e , respondents from the foregoing two categoires w e r e included 
as w e l l . 
As regards respondents from category (1) , m o s t of them w e r e 
also senior executives referred to b y the C E O s . A m o n g thirteen 
r e p l i e s collected from this category, eleven b e l o n g e d to these 
‘referred c a s e s ' . The remaining two (from Bank of A m e r i c a and 
K w a n g t u n g Provincial Bank) were senior executives of their b a n k s 
^ h o l d i n g either the position of vice p r e s i d e n t or senior m a n a g e r . 
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In v i e w of this, it is b e l i e v e d that these r e s p o n d e n t s w e r e 
a p p r o p r i a t e agents or knowledgeable about the issues u n d e r s t u d y . 
In case of those respondents from c a t e g o r y (2) , their 
responses should be representative since they were all from the 
senior m a n a g e m e n t l e v e l . In a recent study on e n v i r o n m e n t a l 
u n c e r t a i n t i e s , M i l l e r (1993) has unequivocally d e m o n s t r a t e d the 
s h a r e d p e r c e p t i o n s a m o n g d i f f e r e n t s e n i o r m a n a g e m e n t m e m b e r s 
w i t h i n a f i r m . 
_ 
S e c o n d , one m a j o r characteristic of the p r e s e n t s u r v e y 
d e s i g n is its assumption that those who received the q u e s t i o n n a i r e 
w o u l d be the ones who answered i t . This assumption m i g h t b e 
v i o l a t e d if the receivers, m o s t l y senior executives w e r e too b u s y 
and s i m p l y asked others to fill in the q u e s t i o n n a i r e . G i v e n the 
I p r e s e n t s u r v e y design, it is admitted that this p o s s i b i l i t y cannot 
be t o t a l l y e l i m i n a t e d . Despite this, the above p o s s i b i l i t y should 
j 








As well understood, senior executives were not o b l i g e d to 
r e p l y to the questionnaire. Hence, if they were indeed too b u s y to 
reply, they might simply ignore it. This in fact was the case of 
t h o s e n o n - r e s p o n d e n t s . C o n v e r s e l y , if t h e y w e r e g e n u i n e l y 
interested in the issue, they probably would not m i n d spending few 
m i n u t e s completing the questionnaire. The analysis leads to the 
w 
contention that those uninterested senior executives w o u l d not 
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s 
j • ,l 
a s s i g n a n y o n e e l s e to c o m p l e t e t h e q u e s t i o n n a i r e a t a l l . 
B e s i d e s , in the case where interested b u t b u s y senior e x e c u t i v e s 
r e a l l y d e l e g a t e d someone to answer on their b e h a l f , it is h i g h l y 
p r o b a b l e that they w o u l d assign the appropriate p e r s o n s to do s o . 
In light of this, it is b e l i e v e d that the suspected b i a s of the 
s u r v e y , if a n y , should n o t be a fatal o n e . C e r t a i n l y , in o r d e r to 
p l a y safe, it is still advisable to interpret the s u r v e y r e s u l t s 
w i t h caution and along w i t h findings from other relevant s o u r c e s . 
( 
Sample Profile 
Table 5.2 b e l o w shows the response rate of each b a n k i n g 
g r o u p in the sample. As n o t e d , the p e r c e n t a g e is f a i r l y 
c o m p a r a b l e w i t h the proportion of each banking group r e p r e s e n t e d 
j in the entire p o p u l a t i o n . From Table 5.3, it was also found that 
j the m a j o r i t y of the respondents were satisfied w i t h their b a n k s ' 
3 'i 
c u r r e n t p e r f o r m a n c e . T h e K r u s k a l - W a l l i s t e s t s h o w e d n o 
significant difference in degree of satisfaction among the six 
g r o u p s . Among all the respondents, the ratio between those subject 












Table 5.2 - Percentage of Each Banking Group Represented in 
the Sample as Compared to that Represented in the Population 
Banking No. in Sample % No. in Population 
Group Sample* Population** % 
H S B G 2 3.8 2 1.6 
CRBG 5 9.4 15 11.9 
A B G 6 11.3 14 11.1 
JBG 16 30.2 37 29.4 
E B G 19 35.8 47 37.3 
LCBG 5 9.4 11 8.7 
_ Total ^ 100.0 3 ^ 100.0 
Note： * Sample refers to those banks which responded to the m a i l 
q u e s t i o n n a i r e . 
** Information was abstracted from the Hong Kong C o m m i s s i o n e r 
of Banking- A n n u a l R e p o r t , 1992. 
Table 5.3 - Bankers' Degree of Satisfaction Toward 
Current Performance of their Banks 
Banking Group Degree of Satisfaction 
Mean Value* 
j 
I H S B G 3.00 
CRBG 3.00 





Overall Mean 3.32 




Note: * l=Least satisfied; 5=Most satisfied 
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Maior Findings of the Survey 
The following w i l l present the major findings of the s u r v e y . 
T h e f i n d i n g s so p r e s e n t e d w i l l f o l l o w t h e s e q u e n c e o f t h e 
h y p o t h e s e s d e v e l o p e d in Chapter IV. 
Banking Environment 
^ 
B a s e d on the in-depth interview and literature m e n t i o n e d 
p r e v i o u s l y , f o u r t e e n f a c t o r s b e l i e v e d to h a v e s i g n i f i c a n t 
influences on the b a n k i n g industry were g e n e r a t e d . A s shown in 
F i g u r e 5.1 b e l o w , m o s t of these fourteen factors are e i t h e r 
t h e m s e l v e s important environmental sectors (e.g. factors 1, 3, 9, 
10, a n d 12) or environmental developments (e.g. factors 2, 4, 5, 
� and 6) w i t h significant bearing on the future banking i n d u s t r y . 
In addition to these factors, other k e y variables (factors 
7, 8, 11, 13, and 14) likely to affect the attractiveness of the 
future banking industry were included too. Since influences of 
these variables (e.g. risk of default) on the banking e n v i r o n m e n t 
f- . 
w e r e f r e q u e n t l y c i t e d b y i n t e r v i e w e e s d u r i n g t h e i n - d e p t h 
i n t e r v i e w s , they were also incorporated for analysis t h o u g h 
»! 
s t r i c t l y speaking they are not part of the environment t h e m s e l v e s . 
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To find out the p e r c e i v e d environmental f a v o u r a b l e n e s s , the 
r e s p o n d e n t s w e r e a s k e d to evaluate the current f a v o u r a b l e n e s s a n d 
future favourableness (i.e. in the coming decade) of these f a c t o r s 
on a five-point Likert s c a l e . Two additional questions r e q u e s t i n g 
the r e s p o n d e n t s to rate the current and future 'overall b a n k i n g 
e n v i r o n m e n t , w e r e added to grasp an overview of the i n d u s t r y . T h e 
p e r c e i v e d ratings of the current and future banking e n v i r o n m e n t s 
are s u m m a r i z e d in Tables 5.4 and 5.5 r e s p e c t i v e l y . To ease 
c o m p a r i s o n , the overall m e a n scores shown in the last c o l u m n of 
j these two Tables are reproduced in Figure 5.1. 
Hvpothesis 1 - Deterioration of the overall banking environment 
To test the first hypothesis and see whether the o v e r a l l 
b a n k i n g environment w o u l d deteriorate in the coming d e c a d e , the 
relevant current and future m e a n scores shown in Figure 5.1 w e r e 
c o m p a r e d b y using the non-parametric Wilcoxon M a t c h e d - P a i r s S i g n e d 
R a n k s t e s t . The test is a popular substitute for the p a r a m e t r i c t 
test of two related samples. Wilcoxon instead of other non-
p a r a m e t r i c tests (e.g. McNemar or Sign test) was employed m a i n l y 
b e c a u s e it is more suitable for testing variables w i t h m o r e 
refined m e a s u r e m e n t s such as interval scale (Siegel 1988) . A s 
shown in Figure 5.1, the favourableness of the overall b a n k i n g 
environment w o u l d deteriorate significantly at 0.0001 l e v e l . The 








I Table 5.4 - Perception of the Current Banking Environment 
••j 
j Mean Score of Banking Group# 
HSBG CRBG ABG JBG EBG LCBG OVERALL 
j Factor 
I 
O V E R A L L E N V I R O N M E N T 4.00 4.00 4.33 4.06 4.32 4.00 4.17 (0.43) 
•'i . 
s 
E c o n o m i c c o n d i t i o n s in 
A s i a P a c i f i c region 4.00 4.20 4.33 4.19 4.32 4.00 4.23(0.47) 
G r o w i n g e c o n o m i c 
i n t e g r a t i o n w i t h China 4.00 4.00 4.33 3.63 3.95 4.40 3.94(0.79) 
-•] 
Local e c o n o m i c conditions 3.50 3.80 4.17 4.00 3.63 3.80 3.83 (0.64) 
1 f 
I I n t e r n a t i o n a l i z a t i o n of 
5 HK's f i n a n c i a l m a r k e t s 3.00 3.80 4.17 3.63 3.79 3.80 3.76(0.55) 
! T e c h n o l o g i c a l development 4.00 3.20 4.00 3.50 3.42 3.60 3.53(0.67) 
* A v a i l a b i l i t y of funds 3.50 3.40 3.33 3.44 3.84 2.80 3.51(0.67) 
R e g u l a t o r y e n v i r o n m e n t 2.50 3.00 4.17 3.44 3.47 3.40 3.45(0.87) 
*Airport p r o j e c t of H K 3.50 2.60 4.00 3.44 3.53 3.20 3.43(0.69) 
Financial liberalization 
in East Sc SE A s i a 3.00 3.00 3.50 3.38 3.47 3.80 3.42 (0.77) 
Overall c o m p e t i t i v e 
situation 3.00 2.40 3.50 3.19 3.11 3.20 3.11(0.75) 
Risk of d e f a u l t 3.00 2.60 3.17 3.13 3.21 3.00 3.09(0.53) 
Political climate of HK 2.50 2.40 2.17 3.06 2.84 2.80 2.77(0.82} 
Availability of quality � 
staff 2.00 2.40 2.67 2.75 2.68 3.00 2.68 (0.85) 
*Operating costs 2.00 1.80 2.67 2.63 2.21 1.60 2.28 (0.82) 
Note： * denotes Kruskal-Wallis test significant at 0.05. 
# 1 denotes v e r y unfavourable； 5 denotes v e r y f a v o u r a b l e . 
Parentheses show, the overall standard d e v i a t i o n . 
Italics show environmental factors w i t h an overall m e a n score < 3 . 
,丨 R e l i a b i l i t y test on 14 environmental factors rendered an A l p h a 






Table 5.5 _ Perception of the Banking Environment in the Coming Decade 
Mean Score of Banking Groupft 
HSBG CRBG ABG JBG EBG LCBG OVERALL 
Factor 
O V E R A L L E N V I R O N M E N T 3.50 4.00 3.67 3.31 3.37 4.00 3.51 (0.78) 
*Economic conditions in 
A s i a P a c i f i c r e g i o n 3.50 4.80 4.00 4.13 4.21 4.20 4.19(0.52) 
*Growing e c o n o m i c 
i n t e g r a t i o n w i t h China 4.00 4.80 3.83 3.38 3.84 4.60 3.87(0.94) 
L o c a l e c o n o m i c conditions 3.50 4.00 3.83 3.69 3.63 3.80 3.72(0.60) 
I n t e r n a t i o n a l i z a t i o n of 
H K ' s financial markets 3.00 3.80 3.67 3.63 3.58 3.80 3.62(0.60) 
F i n a n c i a l l i b e r a l i z a t i o n 
in E a s t & SE A s i a 3.00 3.20 3.50 3.19 3.47 3.80 3.38(0.69) 
T e c h n o l o g i c a l d e v e l o p m e n t 3.50 3.20 3.50 3.25 3.26 3.60 3.32(0.64) 
A v a i l a b i l i t y of funds 3.50 3.00 3.50 3.13 3.42 3.40 3.30(0.64) 
A i r p o r t p r o j e c t of H K 2.50 2.80 3.33 3.31 3.32 3.40 3.25(0.70) 
R e g u l a t o r y environment 2.50 2.80 3.17 3.25 2.90 3.40 3.06(0.72) 
O v e r a l l competitive 
situation 3.00 2.80 3.17 3.06 2.95 3.40 3.04(0.62) 
Risk of default 3.00 2.80 3.00 2.88 2.90 3.20 2.93(0.58) 
Political climate of HK 3.00 3.00 2.83 2.69 2.74 3.60 2.85(0.82) 
Availahility of quality � 
staff 2.00 2.40 3.00 2.81 2.63 2.80 2.70(0.87) 
Opera ting costs 2.50 2.60 2.33 2.69 2.32 2.60 2.49 (0.67) 
Note： * denotes Kruskal-Wallis test significant at 0.05. 
# 1 denotes v e r y unfavourable； 5 denotes v e r y f a v o u r a b l e . 
Parentheses show the overall standard deviation. 
Italics show environmental factors w i t h an overall m e a n score <3• 
• R e l i a b i l i t y test on 14 environmental factors rendered an A l p h a 
coefficient of 0.79. 
145 
Figure 5.1 一 Comparison between Bankers' Perception of the 
Current and Future Banking Environments 
Factor Mean Score# 
1 2 3 4 5 
O V E R A L L E N V I R O N M E N T | | I \ 1-1 ** 
\ ； 
1 . E c o n o m i c c o n d i t i o n s in \ 『 
Asia Pacific region | I I ： ^ ) 
2 . G r o w i n g e c o n o m i c // 
integration with China � | I__： /^1 I 
3 . L o c a l e c o n o m i c c o n d i t i o n s | | _l j j I 1 
丨 
4 . I n t e r n a t i o n a l i z a t i o n of • 
HK's financial markets | I I .||—I 
/ / 
5 . F i n a n c i a l l i b e r a l i z a t i o n / 
in E a s t & SE A s i a | I _ l——U 1— 1 
6 . T e c h n o l o g i c a l d e v e l o p m e n t | | I \ 1 1 
I 
7. Availability of funds | I l_)_j 1 1 
8. Airport project of HK | I l_/_( 1 1 
9. R e g u l a t o r y e n v i r o n m e n t | | X| ) 1_ 丨 * 
/ 
1 0 . O v e r a l l c o m p e t i t i v e / 
s i t u a t i o n | I \j( ' 
11. Risk of default | I \) � 1 
12 Political climate of HK | | ff\ I 1 
13 A v a i l a b i l i t y of q u a l i t y ' I 
staff | _ I J — I 1 
14 . O p e r a t i n g costs 1 l _ z j L , I 1 1 
Note： # 1 d e n o t e s v e r y unfavourable； 5 d e n o t e s v e r y f a v o u r a b l e . 
* W i l c o x o n M a t c h e d - P a i r s S i g n e d R a n k s test s i g n i f i c a n t a t 0 . 0 1 . 
*• W i l c o x o n M a t c h e d - P a i r s S i g n e d R a n k s test s i g n i f i c a n t a t 0 . 0 0 0 1 . 
p e r c e p t i o n of the c u r r e n t b a n k i n g e n v i r o n m e n t . 
P e r c e p t i o n of the b a n k i n g e n v i r o n m e n t in the c o m i n g d e c a d e . 
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B e s i d e s , b y e m p l o y i n g t h e s a m e t e s t to c o m p a r e t h e 
c o r r e s p o n d i n g current and future m e a n scores of all the f o u r t e e n 
k e y f a c t o r s , it was detected that the ‘regulatory e n v i r o n m e n t ' 
w o u l d d e t e r i o r a t e significantly in the coming decade at 0.01 
l e v e l . The implications of the above findings will be d i s c u s s e d in 
n e x t c h a p t e r . 
Hvpothesis 2 - The most favourable environmental factors 
丨 T h i s s e c t i o n is a i m e d to c o m p a r e t h e p e r c e i v e d 
f a v o u r a b l e n e s s of the fourteen k e y factors in the coming d e c a d e 
a n d t r y to identify the m o s t favourable o n e s . The m e a n scores of 
these fourteen factors in the coming decade have b e e n a r r a n g e d in 
d e s c e n d i n g order in Table 5.5. As h i g h t l i g h t e d b y the o v e r a l l 
m e a n s c o r e , ‘economic conditions in A s i a Pacific region' (4.19), 
‘growing economic integration w i t h China' (3.87), 'local economic 
c o n d i t i o n s ' (3.72) a n d ‘i n t e r n a t i o n a l i z a t i o n of H o n g K o n g ' s 
financial m a r k e t s ' (3.62) were the four most favourable f a c t o r s . 
To examine w h e t h e r there was significant difference in the overall 
m e a n scores of all the fourteen factors more rigorously, the 
F r i e d m a n t e s t ( N o n - p a r a m e t r i c v e r s i o n of r e p e a t e d m e a s u r e s 
analysis of variance) was used and the result was significant at 
0.0001. 
In order to detect where the significant difference was 
i) 




factors b y u s i n g the Wilcoxon M a t c h e d - P a i r s Signed Ranks test and 
the results are summarized in Table 5.6. 
A s shown in Table 5.6, the aforementioned four factors 
(factors 1 to 4) demonstrated significant differences of v a r y i n g 
d e g r e e in o v e r a l l m e a n scores from the remaining ten f a c t o r s . 
A m o n g t h e s e f o u r f a c t o r s , it w a s o b s e r v e d t h a t ‘ e c o n o m i c 
c o n d i t i o n s in A s i a P a c i f i c r e g i o n ' ( f a c t o r 1) w a s a l s o 
s i g n i f i c a n t l y d i f f e r e n t from the other t h r e e . In a d d i t i o n , factor 
I 2 w a s n o t e d to b e s i g n i f i c a n t l y different from factor 4 . The 
r e s u l t s suggest that while these four factors w e r e p e r c e i v e d as 
m o r e p o s i t i v e than the remaining, they themselves also e x h i b i t e d 
d i f f e r e n c e s in their respective favourableness. 
As a w h o l e , the above finding provides support to H y p o t h e s i s 
2 w h i c h p o s t u l a t e s that factors 1, 2, and 4 w o u l d be the m a j o r 
f a v o u r a b l e e n v i r o n m e n t a l f a c t o r s in t h e c o m i n g d e c a d e . 
N e v e r t h e l e s s , the hypothesis underestimated the favourableness of 
‘local economic conditions' (factor 3) when it was formulated. 
Hypothesis 3 - The most unfavourable environmental factors 
Table 5.5 shows that ‘operating costs' (factor 14) would be 
the m o s t unfavourable factor in the coming decade, followed b y 
'availability of q u a l i t y s t a f f (factor 13〉， 'political climate of 
j 












































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































A s d e m o n s t r a t e d in Table 5.6, the Wilcoxon test d e t e c t e d that 
' a v a i l a b i l i t y of q u a l i t y s t a f f (factor 13) and 'operating c o s t s ' 
i (factor 14) w e r e s i g n i f i c a n t l y different from m o s t of the o t h e r 
f a c t o r s . 
In summary, the findings provide only reserved s u p p o r t to 
Hypothesis 3 which postulates that both 'operating costs' (factor 
14) and 'political climate of Hong Kong' (factor 12) w o u l d b e the 
m a j o r u n f a v o u r a b l e environmental factors. As n o t e d from T a b l e 
j 5.6, a l t h o u g h the domestic political climate was still r a t e d as 
o n e of t h e m o s t u n f a v o u r a b l e f a c t o r s b a s e d o n d e s c r i p t i v e 
s t a t i s t i c s , the W i l c o x o n test detected that its m e a n score w a s n o t 
s i g n i f i c a n t l y different from a number of other factors (e.g. 
factors 9 to 11) . In fact, 'availability of q u a l i t y s t a f f 
(factor 13) was rated even more negatively than domestic p o l i t i c a l 
climate. This implies that once bankers have realized the 
immutable p o l i t i c a l reality, they will start paying m o r e a t t e n t i o n 
t o o p e r a t i o n a l p r o b l e m s s u c h a s l a b o u r s h o r t a g e a n d r i s i n g 
overheads that m i g h t have more direct bearing on their b a n k s ' 
d a i l y f u n c t i o n i n g . 
Inter-group Comparison 
^ 




e x a m i n e w h e t h e r the six b a n k i n g groups have a n y s i g n i f i c a n t 
d i f f e r e n c e s in their： (1) p e r c e p t i o n of the b a n k i n g environment； 
(2) c o m p e t i t i v e advantages； and (3) responding s t r a t e g i e s . 
Current environment 
A l t h o u g h p e r c e p t u a l d i f f e r e n c e regarding the current b a n k i n g 
e n v i r o n m e n t was n o t s p e c i f i c a l l y h y p o t h e s i z e d for t e s t i n g , the 
r e l e v a n t i n t e r - g r o u p c o m p a r i s o n is still p r e s e n t e d b e l o w for 
r e f e r e n c e . 
To this e n d , the K r u s k a l - W a l l i s test was u s e d to e x a m i n e 
w h e t h e r t h e r e w a s a n y s i g n i f i c a n t i n t e r - g r o u p d i f f e r e n c e in 
p e r c e p t i o n c o n c e r n i n g the current overall b a n k i n g e n v i r o n m e n t a n d 
f o u r t e e n k e y e n v i r o n m e n t a l f a c t o r s . Such a test was u s e d as it 
is r e g a r d e d as the m o s t p o p u l a r n o n - p a r a m e t r i c v e r s i o n of the one-
w a y A N O V A test {Siegel 1988) . As shown in Table 5.4, all the 
factors found to be s i g n i f i c a n t l y different among the g r o u p s are 
m a r k e d w i t h an a s t e r i s k . These include： (1) a v a i l a b i l i t y of 
funds； {2) o p e r a t i n g costs； and (3) airport project of Hong K o n g . 
The M a n n - W h i t n e y U test, an appropriate a l t e r n a t i v e to the 
p a r a m e t r i c t test for two independent samples, was then u s e d to 
d e t e c t w h e r e t h e d i f f e r e n c e c a m e f r o m ( S i e g e l 1 9 8 8 ) . T h e 
f o l l o w i n g inter-group differences were detected at 0.05 level： 
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1 . A v a i l a b i l i t y of funds： JBG a n d EBG w e r e s i g n i f i c a n t l y 
m o r e o p t i m i s t i c than L C B G a b o u t the a v a i l a b i l i t y of 
I f u n d s . T h i s is a t t r i b u t a b l e to their s t r e n g t h in 
•i • 
t a p p i n g funds from the i n t e r n a t i o n a l m d n e y a n d c a p i t a l 
m a r k e t s . 
2 . A i r p o r t p r o j e c t of H o n g Kong： It was f o u n d t h a t C R B G 
w a s m o r e p e s s i m i s t i c than A B G , JBG a n d E B G . T h e 
p e s s i m i s t i c v i e w of C R B G s i g n i f i e s mainlanders‘ w o r r y 
i^ 
a b o u t the e c o n o m i c v i a b i l i t y of the p r o p o s e d p r o j e c t 
i 
1 a n d its p o t e n t i a l f i n a n c i a l b u r d e n on the SAR r e g i m e 
(Vittachi 1 9 9 3 ) . 
3 . O p e r a t i n g costs： R e t a i l o r i e n t e d CRBG a n d L C B G w e r e 
I 
b o t h s i g n i f i c a n t l y m o r e c o n c e r n e d a b o u t the r i s i n g 
o p e r a t i n g costs than w h o l e s a l e o r i e n t e d A B G a n d J B G . 
T h i s r e f l e c t s t h e g r e a t e r d i f f i c u l t y f o r l a b o u r 
! i n t e n s i v e r e t a i l b a n k s to control their o v e r h e a d s . 
Future environment 
Hypotheses 4 and 5 - Difference in environmental perception 
T h e K r u s k a l - W a l l i s test was a g a i n u s e d to e x a m i n e w h e t h e r 
t h e r e w a s a n y s i g n i f i c a n t d i f f e r e n c e in p e r c e p t i o n a m o n g the s i x 
令 
g r o u p s . Items m a r k e d w i t h an a s t e r i s k in Table 5.5 d e n o t e t h o s e 
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f a c t o r s w i t h significant d i f f e r e n c e at 0.05 l e v e l . T h e s e include： 
(1) e c o n o m i c conditions in the A s i a Pacific region； a n d (2) 
g r o w i n g e c o n o m i c integration w i t h C h i n a . 
B y employing the M a n n - W h i t n e y U test s u b s e q u e n t l y , the 
f o l l o w i n g inter-group d i f f e r e n c e s w e r e o b s e r v e d at 0.05 level： 
1 . E c o n o m i c conditions in the A s i a Pacific region： It w a s 
n o t e d that CRBG was s i g n i f i c a n t l y m o r e o p t i m i s t i c a b o u t 
the future economic conditions in A s i a P a c i f i c t h a n 
H S B G , A B G , JBG and E B G . This m a y be a t t r i b u t e d to the 
P R C banks‘ s t r o n g c o n f i d e n c e i n t h e e c o n o m i c 
d e v e l o p m e n t of their o w n c o u n t r y w h i c h in turn l e a d s to 
their o p t i m i s m for the w h o l e r e g i o n . 
2 . Growing economic integration w i t h China： It w a s 
d e t e c t e d t h a t C R B G a n d L C B G r a t e d t h i s f a c t o r 
significantly more favourable than JBG a n d E B G . T h i s 
is p r o b a b l y related to Chinese banks‘ f a m i l i a r i t y a n d 
ethnic tie w i t h the m a i n l a n d . 
In summary, statistical evidence provides some s u p p o r t to 
H y p o t h e s i s 4 which postulates that m a i n l a n d banks w o u l d rate the 
‘economic integration w i t h China' m o r e favourably than o t h e r s . 
H o w e v e r , the hypothesis failed to take the o p t i m i s m of local 
C h i n e s e b a n k s into account w h e n it was d e v e l o p e d . A s r e g a r d s 
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H y p o t h e s i s 5, there was no evidence to show that b a n k i n g g r o u p s 
w e r e d i f f e r e n t in t h e i r v i e w of f u t u r e d o m e s t i c p o l i t i c a l 
c o n d i t i o n s . 
Sources of competitive advantages 
Hypotheses 6 to 12 - Difference in competitive advantages 
In order to examine whether the six banking g r o u p s h a d a n y 
significant difference in their competitive advantages, b a n k e r s 
w e r e a s k e d to rate the importance of sixteen k e y factors (sources) 
that w o u l d provide their banks w i t h competitive advantages in the 
coming d e c a d e . The sixteen advantage factors were g e n e r a t e d from 
b o t h literature and previous in-depth interviews and are shown in 
T a b l e 5 . 7 . A c c o r d i n g to t h e c l a s s i f i c a t i o n of c o m p e t i t i v e 
a d v a n t a g e s w h i c h p r e v i o u s l y m e n t i o n e d , ' p r o f e s s i o n a l b a n k i n g 
services', ‘expertise in a particular market', ‘capability of 
innovating financial products', 'expertise in China b u s i n e s s ' , 
'capability of product differentiation' and 'marketing e x p e r t i s e ' 
(factors 3, 5, 6, 7, 10, and 11) can be regarded as some ‘superior 
s k i l l s ' a d v a n t a g e s . ‘Efficient o p e r a t i o n s ' , ‘in t e r n a t i o n a l 
n e t w o r k ' , ‘good d i s t r i b u t i o n n e t w o r k ' a n d ‘affi l i a t i o n w i t h 
another bank or banking group' (factors 4, 9, 13, and 16) are some 
‘systems or arrangements' advantages. In addition, ‘ a stable 
t e a m of h i g h c a l i b r e p e r s o n n e l ‘ , ‘ an i m a g e as a r e p u t a b l e 
international bank', ‘low financing cost' and ‘availability of a 
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large a m o u n t of funds' (factors 1, 2, 8, and 12) can b e v i e w e d as 
some ‘resources' a d v a n t a g e s . L a s t l y , ‘long e s t a b l i s h m e n t in H o n g 
K o n g ' a n d ‘cultural p r o x i m i t y ' (factors 14 and 15) are a d d i t i o n a l 
v a r i a b l e s i n c l u d e d to test the cultural related a d v a n t a g e s of the 
b a n k s . 
To test w h e t h e r there was any significant d i f f e r e n c e in 
r e s p o n s e s among the b a n k i n g g r o u p s , the K r u s k a l - W a l l i s test w a s 
a g a i n u s e d . A s shown in Table 5.7, all the factors found to b e 
s i g n i f i c a n t l y d i f f e r e n t among g r o u p s at 0.05 level are m a r k e d w i t h 
an a s t e r i s k . These include： (1) a stable team of h i g h c a l i b r e 
personnel； (2) an image as a reputable international bank；(3) 
p r o f e s s i o n a l b a n k i n g services； (4) efficient operations； (5) g o o d 
d i s t r i b u t i o n network； and (6) cultural p r o x i m i t y . 
L i k e w i s e , the M a n n - W h i t n e y U test was then p e r f o r m e d to m a k e 
p a i r e d c o m p a r i s o n among the six banking groups in o r d e r to e x a m i n e 
w h e r e the difference came from. The factors w h i c h e x h i b i t e d 
s i g n i f i c a n t difference at 0.05 level are listed below： 
1. A stable team of high calibre personnel ： It was n o t e d 
that A B G and EBG rated this variable s i g n i f i c a n t l y 
h i g h e r than CRBG, LCBG and J B G . This is p r o b a b l y due 
to the higher attractiveness of A m e r i c a n and E u r o p e a n 
banks in alluring quality staff than their Chinese and 
J a p a n e s e c o u n t e r p a r t s . T h e a t t r a c t i v e n e s s m a i n l y 
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revolves around their m e r i t - o r i e n t e d (vs seniority) 
• r e w a r d s y s t e m a n d f a s t e r c a r e e r p r o g r e s s . 
Particularly when compared with CRBG and L C B G , the 
Western banks are also more well received b y p o t e n t i a l 
employees because of their international i m a g e . 
2 . A n i m a g e a s a r e p u t a b l e i n t e r n a t i o n a l bank： In 
descending order of importance, A B G , EBG and JBG w e r e 
found to rate this variable as more important than the 
r e s t . This is largely attributed to the h i g h e r degree 
of globalization of these foreign b a n k s . A m o n g the 
foreign b a n k s , A m e r i c a n organizations' rating in turn 
was significantly higher than that of European and 
Japanese b a n k s . This highlights A m e r i c a n b a n k s ' strong 
confidence in their international reputation b u i l t up 
from their international banking e x p e r i e n c e . The 
finding provides some support to Hypothesis 10 w h i c h 
postulates higher international reputation and image 
for Western b a n k s . 
3. Professional banking services： ABG valued significantly 
higher the importance of professional banking services 
than JBG and LCBG. As it is g e n e r a l l y b e l i e v e d , 
A m e r i c a n b a n k s h a v e d e r i v e d t h e i r p r o f e s s i o n a l i s m 
through their long history in banking operations and 
financial innovativeness. 
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Table 5.7 _ Perceived Importance of Key Sources of Competitive 
Advantages in the Coming Decade 
~" “ Mean Score of Banking Group# 
Factor: Source 6f 
Competitive Advantages HSBG CRBG ABG JBG EBG LCBG OVERALL 
(1) *A stable team of high 
calibre p e r s o n n e l 4.50 3.60 4.67 3.88 4.32 3.40 4.08(0.73) 
(2) *An Image as a reputable 
international bank 3.50 3.00 5.00 4.06 4.21 3.20 4.02(0.89) 
(3) *Professional banking 
services 4.50 3.40 4.50 3.75 3.95 3.40 3.87(0.76) 
(4) *Efficient operations 4.00 3.40 4.33 3.75 3.95 3.40 3.83(0.55) 
(5) E x p e r t i s e in a parti-
cular m a r k e t segment 4.50 3.40 3.83 3.75 3.84 4.00 3.81(0.88) 
(6) C a p a b i l i t y of innovating 
financial products 4.00 3.20 4.00 3.44 3.74 3.60 3.62(0.79) 
(7) Expertise in China 
business 4.00 4.00 3.67 3.75 3.21 4.20 3.62 (0.99) 
(8) Low financing cost 4.00 3.60 3.17 3.88 3.53 3.60 3.59(0.75) 
(9) International network 3.00 3.40 4.33 3.56 3.47 3.20 3.55(0.91) 
(10) C a p a b i l i t y of product 
differentiation 3.50 3.50 4.33 3.31 3.47 3.80 3.53(0.80) 
(11) Marketing expertise 4.50 3.40 3.67 3.44 3.26 4.00 3.49(0.82) 
(12) A v a i l a b i l i t y of a large 
amount of funds 3.00 3.40 3.17 3.69 3.16 3.60 3.38(0.77) 
(13) *Good distribution 
network 4.50 3.60 3.50 3.13 2.68 4.00 3.19 (1.08) 
(14) Long establishment '" 
in H K 4.00 3.40 2.83 3.25 2.74 3.80 3.11(1.09) 
(15) *Cultural proximity 3.50 3.80 3.00 2.50 2.63 3.20 2.83(0.87) 
(16) A f f i l i a t i o n with another 
bank or banking group 3.50 2.80 1.83 2.50 2.21 3.80 2.51(1.14) 
Note： * denotes Kruskal-Wallis test significant at 0.05. 
# 1 denotes least important； 5 denotes most important. 
Parentheses show the overall standard deviation. 
R e l i a b i l i t y t e s t o n 16 a d v a n t a g e f a c t o r s r e n d e r e d a n A l p h a 
coefficient of 0.76. 
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4 . E f f i c i e n t operations： In sum, A B G , EBG and JBG r a t e d 
this v a r i a b l e s i g n i f i c a n t l y h i g h e r than CRBG and L C B G . 
The d i f f e r e n c e is a t t r i b u t e d to the foreign banks‘ 
b e t t e r m a n a g e r i a l s k i l l s a n d t h u s "more e f f i c i e n t 
o p e r a t i o n a l s y s t e m s . B e t w e e n A B G and J B G , the former's 
rating was also s i g n i f i c a n t l y h i g h e r . This a g a i n 
r e l a t e s t o t h e A m e r i c a n banks‘ e x p e r i e n c e i n 
i n t e r n a t i o n a l b a n k i n g that enables them to run the 
b u s i n e s s m o r e e f f i c i e n t l y . 
5 . G o o d d i s t r i b u t i o n network： A s n o t e d , the r e t a i l 
o r i e n t e d H S B G and LCBG p l a c e d more emphasis on this 
factor than the w h o l e s a l e o r i e n t e d E B G . This finding 
p i n p o i n t s t h e i m p o r t a n c e of a s o u n d d i s t r i b u t i o n 
n e t w o r k for delivering retail banking s e r v i c e s . It also 
p r o v i d e s some support to Hypothesis 8 concerning the 
d i f f e r e n t e m p h a s i s o n d i s t r i b u t i o n n e t w o r k b e t w e e n 
retail and wholesale b a n k s . 
6 . Cultural proximity： It was found that CRBG rated this 
v a r i a b l e significantly higher than JBG and E B G . This 
is p r o b a b l y related to the strong China connection and 
ethnic tie of the PRC b a n k s . The result p r o v i d e s some 
s u p p o r t to H y p o t h e s i s 12 r e g a r d i n g t h e c u l t u r a l 
advantage of Chinese banks• 
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The above findings show that there is quite strong evidence 
to support the proposition that different banking groups would 
d e p l o y different competitive advantages when coping with the 
future banking environment. Of the sixteen competitive advantages 
u n d e r study, six or 38% of them were rated differently b y the 
g r o u p s . When referring to specific hypotheses, there is no clear 
evidence to accept Hypotheses 6, 7, 9, 11 though some support has 
b e e n found for the remaining hypotheses (i.e. Hypotheses 8, 10, 
12) . Other advantages which were not hypothesized for testing like 
h i g h calibre personnel (factor 1), professional services (factor 
3 ) and efficient operations (factor 4) also exhibited significant 
inter-group differences. When taking a closer look, the inter-
group differences with regard to these three advantages seem to 
manifest the superiority of more experienced multinational banks 
i n b u i l d i n g u p t h e i r h u m a n r e s o u r c e s , p r o f e s s i o n a l i s m a n d 
e f f i c i e n c y . T h e s e f i n d i n g s c e r t a i n l y s h e d n e w l i g h t o n 
understanding how different banking groups intend to compete in 
the years to come. 
R e s p e c t i v e c o m p e t i t i v e n e s s o f b a n k i n g g r o u p s 
ln order to find out which banking groups are more endowed 
w i t h and better utilize their key advantages, an examination of 
their overall competitiveness was conducted though this is not 
directly related to the hypothesis testing. To this end, the 
respondents were asked to rate the degree of competition they 
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w o u l d face from each of the banking groups in the coming d e c a d e . 
The result is reported in Table 5 . 8 . 
As a w h o l e , the banking groups under investigation h a d 
g r e a t l y d i v e r s e r e s p o n s e s . This is highlighted b y a n u m b e r of 
s i g n i f i c a n t Kruskal-Wallis test results shown in Table 5.8 (i.e. 
m a r k e d w i t h an a s t e r i s k ) . The finding implies that banks w i t h 
d i f f e r e n t b a c k g r o u n d s p e r c e i v e d the respective competitiveness of 
b a n k i n g g r o u p s d i f f e r e n t l y . Specifically, the follow-up Mann-
W h i t n e y U test revealed the following inter-group difference at 
0.05 level： 
Table 5.8 _ Bankers' Perceived Degree of Competition from 
Each Major Banking Group in the Coming Decade 
Competition Perceived By#: 
HSBG CRBG ABG JBG EBG LCBG OVERALL 
Competition From: 
HSBG 3.50 3.60 3.83 2.75 3.00 3.40 3.13(1.00) 
*EBG 2.50 2.00 2.67 2.81 3.90 2.20 3.06 (1.09) 
*CRBG 3.50 3.60 3.33 2.69 2.79 4.20 3.04(1.12) 
*ABG 3.00 2.20 3.67 2.50 3.11 2.20 2.81(1.02) 
*jBG 2.50 2.00 2.00 3.25 2.95 1.80 2.72(1.12) 
*LCBG 3.00 3.00 1.50 2.25 2.26 4.20 2.45(1.19) 
Note： * denotes Kruskal-Wallis test significant at 0.05. 
^^  1 denotes least competitive, 5 denotes most c o m p e t i t i v e . 
Parentheses show the overall standard deviation. 
160 
1 . C o m p e t i t i o n from EBG： W h e n c o m p a r e d w i t h r a t i n g s of 
a l l o t h e r g r o u p s , E u r o p e a n b a n k s i n d i c a t e d t h a t t h e y 
w o u l d face k e e n e r c o m p e t i t i o n from t h e i r c o m p a t r i o t s . 
2 . C o m p e t i t i o n f r o m C R B G : W h e n c o m p a r e d w i t h r a t i n g s of 
A B G a n d J B G , L C B G i n d i c a t e d that it w o u l d f a c e k e e n e r 
c o m p e t i t i o n from C R B G . 
3 . C o m p e t i t i o n f r o m ABG： W h e n c o m p a r e d w i t h t h e r a t i n g of 
C R B G , b o t h A B G a n d E B G i n d i c a t e d that t h e y w o u l d f a c e 
k e e n e r c o m p e t i t i o n f r o m A m e r i c a n b a n k s . E B G a l s o 
e x p e c t e d h i g h e r c o m p e t i t i o n f r o m A m e r c i a n b a n k s t h a n 
L C B G d i d . 
4 . C o m p e t i t i o n from JBG： W h e n c o m p a r e d w i t h r a t i n g s of 
C R B G , A B G a n d L C B G , J a p a n e s e b a n k s i n d i c a t e d t h a t t h e y 
w o u l d face k e e n e r c o m p e t i t i o n from t h e i r c o m p a t r i o t s . 
EBG a l s o p e r c e i v e d s t r o n g e r c o m p e t i t i o n f r o m J B G t h a n 
L C B G d i d . 
5. C o m p e t i t i o n from LCBG： W h e n c o m p a r e d w i t h r a t i n g s of 
A B G , JBG a n d E B G , local C h i n e s e b a n k s i n d i c a t e d t h a t 
t h e y w o u l d face k e e n e r c o m p e t i t i o n from t h e i r n a t i v e 
r i v a l s . W h e n c o m p a r e d w i t h the v i e w of A B G , H S B G a l s o 
p e r c e i v e d L C B G as a m o r e c o m p e t i t i v e r i v a l . 
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In s u m m a r y , t w o i m p l i c a t i o n s e m e r g e d f r o m t h e a b o v e 
f i n d i n g s . First, there would be a strong competition w i t h i n each 
b a n k i n g g r o u p . Second, when comparing banks from different 
g r o u p s , it seems that the more similar their business domains . 
(retail vs w h o l e s a l e ) , the more intense competition b e t w e e n them 
w o u l d b e . 
A s regards the respective competitiveness of banking g r o u p s , 
few p o i n t s deserve further mention. First, it was shown that 
H S B G , despite facing increasing competition, would still be the 
m o s t competitive group (mean=3.13) in the coming d e c a d e . Second, 
it w a s reported that CRBG would be the third most competitive 
g r o u p in the coming d e c a d e . This represents a substantial rise in 
the competitive p o w e r of mainland banks in the run up to 1 9 9 7 . 
R e c e n t l y , they were o n l y rated as somewhat more competitive than 
local Chinese banks (Chan 1992). Third, due to limited resources, 
LCBG w o u l d still be perceived as the least competitive group in 
ten y e a r s ' t i m e . Lastly, among all foreign banking g r o u p s ' it is 
also interesting to note that JBG was perceived to be the least 
competitive foreign group in the coming decade. 
Strategic responses 
As mentioned in previous chapters, in order to examine 
b a n k s ' strategic responses in the coming decade and whether 
t h e r e is a n y i n t e r - g r o u p d i f f e r e n c e , a n u m b e r of s t r a t e g i c 
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elements have been investigated. These include： (1) corporate 
objective； (2) strategic focus； (3) generic strategy; and (4〉 
m a j o r market and p r o d u c t . 
Corporate objective 
Major corporate objective. To investigate the most 
important corporate objective the banks would pursue in the coming 
decade, a structured question based on Pearce and Robinson (1988) 
was developed accordingly. Table 5.9 shows the choice of the 
r e s p o d e n t s . 
Table 5.9 一 The Most Important Corporate Objective of the Banks 
in the Coming Decade 
Objective Column % by Banking Group 
HSBG CRBG ABG JBG EBG LCBG OVERALL % 
Improving productivity 50.0 60.0 33.3 31.3 26.3 40.0 34.0 
Developing business in 
HK/Asian region -- 20.0 16.7 31.3 47.4 20.0 32.1 
Improving competitive 
position 50.0 20.0 33.3 37.5 21.1 40.0 30.2 
Pursuing technological 
leadership -- -- 16.7 _- -- -- 1.9 
Enhancing employee 
development & employer- __ __ __ __ 5.3 -- 1.9 
employee relations 
Total (%)* 100.0~~100.0 100.0 100.0 100.0 100.0 100 .0 
Note ： * Discrepancies are due to rounding u p . 
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O v e r a l l , ‘improving p r o d u c t i v i t y ' , 'developing b u s i n e s s in 
H K / A s i a n r e g i o n ' a n d ‘improving c o m p e t i t i v e p o s i t i o n ' w e r e 
i d e n t i f i e d as the three most p o p u l a r objectives for b a n k s in the 
c o m i n g d e c a d e . The p u r s u i t of ‘improving p r o d u c t i v i t y ' a n d 
‘improving c o m p e t i t i v e p o s i t i o n ' falls in line w i t h the n e e d to 
c o n t r o l r a p i d l y rising operating costs a n d k e e n c o m p e t i t i o n w i t h i n 
the i n d u s t r y . W i t h r e g a r d to ‘developing business in H K / A s i a n 
r e g i o n ' , the h e a v y emphasis coincides w i t h bankers‘ o p t i m i s m 
t o w a r d n e w l y emerging banking opportunities in the r e g i o n . 
W h e n comparing the views of the b a n k i n g groups u s i n g the 
C h i - s q u a r e t e s t , n o s i g n i f i c a n t s t a t i s t i c a l d i f f e r e n c e w a s 
d e t e c t e d at 0.05 l e v e l . N e v e r t h e l e s s , the d e s c r i p t i v e s t a t i s t i c s 
still r e v e a l the following： 
1. D u e t o t h e m o r e l a b o u r i n t e n s i v e n a t u r e a n d 
c o n s e q u e n t l y higher operating costs, retail b a n k i n g 
groups (HSBG, CRBG and LCBG) tended to e m p h a s i z e m o r e 
o n i m p r o v i n g p r o d u c t i v i t y t h a n t h e i r w h o l e s a l e 
counterparts (ABG, JBG and EBG) 
2. D u e to their financial innovativeness, A m e r i c a n b a n k s 
w e r e m o r e inclined to pursue technological l e a d e r s h i p 
than o t h e r s . 
Desired pace of growth. Closely related to the major 
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corporate objective is banks' desired pace of growth. The issue of 
interest is whether the banks intend to pursue growth aggressively 
or simply try to defend their existing market position. In view of 
this, a relevant question was adopted from Doyle, Saunders and 
Wong (1992) and used here. Table 5.10 summarizes the responses. 
Among the six options available, the majority of the banks 
chose to 'grow steadily' (84.6%). This highlights the prudent 
attitude of the banks during the transitional period. The Chi-
square test detected no significant difference in responses among 
the six banking groups. 
Table 5.10 - Banks‘ Desired Pace of Growth in the Coming Decade 
Growth Colmnn % by Banking Group 
paceft HSBG CRBG ABG JBG EBG LCBG OVERALL % 
M a i n t a i n p o s i t i o n -- -_ __ 1 2 . 5 1 1 . 1 -- 7 . 7 
Grow steadily 100.0 80.0 66.7 87.5 83.3 100.0 84.6 
Grow aggressively -- 20.0 33.3 -- 5.6 _- 7.7 
Total (%)* 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Note： * Discrepancies are due to rounding up. 
# The original question contained 6 options, nevertheless, the 
replies received were confined to the above 3 options. 
'preventing decline', 'acting defensively' and ‘ dominating 
market‘ were not chosen by any respondent. 
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Hypotheses 13 to 14 - Strategic focus 
The objective of this section is to examine what strategic 
stand the banks w o u l d take in order to meet .their long run 
p r o f i t a b i l i t y target. To this end, three basic strategic focuses 
w e r e first adopted from Doyle, Saunders and Wong (1992) . B a s e d on 
t h e s e , b a n k e r s were asked to indicate how appropriate each focus 
w a s in describing their b a n k s . 
A s can be seen from the last column of Table 5.11, the 
m a j o r i t y agreed that ‘reducing costs and improving p r o d u c t i v i t y ' 
w o u l d b e t h e m o s t a p p r o p r i a t e f o c u s in t h e c o m i n g d e c a d e 
(mean=4.04) . This again highlights bankers' worries about the 
i n c r e a s i n g o p e r a t i n g c o s t s a n d e a g e r n e s s to i m p r o v e t h e i r 
o p e r a t i o n a l efficiency. 
W h e n comparing the different groups using the Kruskal-Wallis 
test, bankers‘ views on ‘entering emerging market segments' and 
‘winning s h a r e b y b e a t i n g competitors‘ w e r e f o u n d to b e 
s i g n i f i c a n t l y different at 0.05 level. 
The subsequent Mann-Whitney U test reveals that H S B G , CRBG, 
JBG and LCBG assigned a higher degree of appropriateness to the 
focus of ‘entering emerging market segments' than A B G . In 
a d d i t i o n , JBG's rating was also significantly higher than that of 
E B G . The results on one hand, highlight the traditional focus of 
166 
J a p a n e s e o r g a n i z a t i o n s on e x p l o r i n g n e w m a r k e t s . 〇n the o t h e r 
h a n d , t h e y a l s o r e f l e c t the d e t e r m i n a t i o n of r e t a i l b a n k i n g 
g r o u p s (HSBG, C R B G , LCBG) to d e v e l o p n e w n i c h e s in view of the 
g r o w i n g m a t u r i t y of the retail s e c t o r . A s regards ‘winning s h a r e 
b y b e a t i n g c o m p e t i t o r s ' , retail g r o u p s w e r e found to a s s i g n a 
s i g n i f i c a n t l y h i g h e r rating t h a n that of w h o l e s a l e g r o u p s . 
Table 5.11 - Strategic Focus of the Banks in the Coming Decade 
Mean Score of Banking Group# 
HSBG CRBG ABG JBG EBG LCBG OVERALL 
Strategic Focus 
R e d u c i n g c o s t s a n d 
i m p r o v i n g 
p r o d u c t i v i t y 4.00 3.80 4.17 3.87 4.16 4.40 4 . 0 4 ( 0 . 7 3 ) 
* E n t e r i n g e m e r g i n g 
m a r k e t s e g m e n t s 3.50 3.60 2.50 3.88 3.05 3.40 3 . 3 4 ( 1 . 0 2 ) 
* W i n n i n g share b y 
b e a t i n g c o m p e t i t o r s 4.50 3.40 3.00 3.00 2.84 4.00 3 . 1 5 ( 0 . 9 9 ) 
Note： * K r u s k a l - W a l l i s test s i g n i f i c a n t at 0.05. 
# 1 denotes least appropriate； 5 denotes m o s t a p p r o p i r a t e . 
P a r e n t h e s e s show the o v e r a l l s t a n d a r d d e v i a t i o n . 
In sum, the above findings w e l l support H y p o t h e s i s 13 . For 
H y p o t h e s i s 14, the e n t h u s i a s m of retail b a n k i n g g r o u p s to g a i n 
m a r k e t s h a r e o v e r t h e i r r i v a l s a l s o c o i n c i d e s w i t h w h a t 
h y p o t h e s i z e d . H o w e v e r , owing to the less s a t u r a t i o n of the 
w h o l e s a l e m a r k e t , the typical J a p a n e s e strategic b e h a v i o u r of 
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share building was not evident in the sample. 
Hypotheses 15 to 17 - Generic strategy 
This section is devoted to examining the generic s t r a t e g y 
that w o u l d be employed b y banks in the coming d e c a d e . The 
findings help to determine how banks will co-ordinate their 
e f f o r t s t o w a r d a c c o m p l i s h i n g t h e i r p r e d e t e r m i n e d c o r p o r a t e 
objectives and sustaining their chosen strategic f o c u s . T a b l e 
5.12 summarizes the results. 
O v e r a l l , ‘market diversification' was reported as the m o s t 
p o p u l a r generic strategy. As mentioned in Chapter III, it is 
rather difficult to deliver an existing banking offering to 
another market or segment without making any m o d i f i c a t i o n . In 
v i e w of this and based on input from the pilot test, the term 
‘market diversifiation' was u s e d to describe those strategic 
actions that involve delivering banking offerings to n e w m a r k e t s 
or segments regardless of whether product modification has b e e n 
made or n o t . In Table 5.12, it is suggested that over one half of 
the respondents would be devoted to exploring emerging domestic or 
overseas market segments. The heavy emphasis on developing n e w 
m a r k e t s a l s o e x p l a i n s t h e l o w p o p u l a r i t y of t h e ‘market 
p e n e t r a t i o n ' strategy. 
Far behind market diversification is the second most p o p u l a r 
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• 
g e n e r i c s t r a t e g y , ‘product d e v e l o p m e n t / i n n o v a t i o n ' • Its 
p o p u l a r i t y m a y b e attributed to the increasing sophistication of 
customers which has driven a number of banks to p a y p a r t i c u l a r 
attention to product development. 
Table 5.12 _ Generic Strategy of the Banks in the Coming Decade 
Column % by Banking Group 
HSBG CRBG ABG JBG EBG LCBG OVERALL 
% 
Strategy 
M a r k e t diversification 50.0 80.0 16.7 68.8 42.1 60.0 52.8 
Product development/ 
innovation 50.0 20.0 33.3 12.5 10.5 20.0 17.0 
Retrenchment -- — 50.0 12.5 15.8 -- 15.1 
H o r i z o n t a l integration/ 
Strategic alliance -- -_ __ __ 15.8 20.0 1.6 
M a r k e t penetration -- __ __ 6.3 l〇.5 -- 5.7 
V e r t i c a l integration** -- -- -_ __ 5.3 -- 1.9 
Total (%)* 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Note： * Discrepancies are due to rounding u p . 
** According to interviews, vertical integration refers to 
e s t a b l i s h m e n t of r e s t r i c t e d l i c e n s e d b a n k s o r D T C s b y 
licensed banks in order to tap in large amount deposits and 
other merchant banking businesses. 
Chi-square test significant at 0.10 level. Yates' correction was 
used to adjust for small cell sizes where appropriate. 
• I 
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Lastly, due to the unfavourable environmental factors 
mentioned earlier, a number of banks would also consolidate their 
operations in Hong Kong by employing the 'retrenchment' strategy. 
Although the Chi-square test was not significant at 0.05 
level, significant differences were found at 0.10 level.' Based on 
the descriptive statistics, the following inter-group differences 
are noted： 
1. As postulated in Hypothesis 15, JBG (68.8%) and retail 
banking groups (HSBG (50%), CRBG (80%), LCBG (60%)) 
were found to be more inclined to pursue market 
diversification. 
2. Relatively more American banks would adopt the 
‘retrenchment' strategy (50%). This reveals, prehaps, 
their lack of confidence in Hong Kong' s future and 
their continued suffering from banking problems in the 
United States. -Parallel to these, American banks 
were also seen to be more hesitant in ‘ market 
diversification' (16.67%). On the other hand, a 
considerable proportion of American banks indicated 
that they would resort to ‘product 
development/innovation‘ for competition (33.33%). 
3. When compared with HSBG and ABG, a lower percentage of 
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Japanese banks (12.5%) and European banks (10.53%) 
chose ‘product development/innovation' as their 
generic strategy. The restraint shown by Japanese 
banks is largely attributed to their lower experience 
in financial service development though they are 
frequent innovators of manufactured goods. . European 
banks‘ relative apathy coincides with the finding of a 
previous study in which European firms were noted to 
rely more on ‘traditional brand name' than ‘product 
innovation' for competition (Doyle, Saunders and Wong 
1992). By taking both points (2) and (3) together, it 
is noted that there is no clear evidence to support 
Hypothesis 16. 
4. Comparatively, local Chinese banks were observed to be 
more inclined to pursue ‘horizontal 
i n t e g r a t i o n / s t r a t e g i c alliance' (20%). This provides 
some support to Hypothesis 17. On the other hand, it 
is noted that a number of European banks would also 
resort to the same strategy (15.8¾). Such a move is 
probably attributable to their dissatisfaction of being 
confined to the wholesale banking sector. 
Major market and product 
Hypothesis 18 - Target market. Two questions were used to 
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study target markets of the banks. First, respondents were asked 
to indicate characteristics (high end vs low end) of their target 
customers in the coming decade. Second, respondents were asked to 
rate the importance of different types of customers to their banks 
in the coming decade. Tables 5.13 and 5.14 summarize the 
relevant findings. 
Table 5.13 indicates that most banks would target either the 
,high end market' or the ,middle market' in the coming decade. 
The Chi-square test for independence is significant at 0.10 level. 
A closer look reveals the following differences among the various 
banking groups： 
1. First, it was noted that all the PRC banks and the 
majority of the local Chinese banks would target the 
'middle market'. This contrasts sharply with all other 
groups whose members would mainly target either the 
'high end, or the 'very high end' market. The finding 
is attributed to Chinese banks' lower public image 
which constrains them from targeting higher end 
customers. 
2. Second, the comparison among foreign banking groups 
like ABG, JBG, and EBG showed a lower percentage of 
Japanese banks targeting the 'very high end' or 'high 
end' market. This may reflect the typical strategic 
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practice of Japanese firms. Namely, they are more 
inclined to focus on the larger sized lower to middle 
end market in order to enjoy economies of scale and 
experience effect {Prestowitz 1988)• 
Table 5.13 - Characteristics of Target Customers 
in the Coming Decade 
Column % of Banking Group 




Very high end market -- -- 16.7 12.5 15.8 -_ 11.3 
High end market 50.0 -- 66.7 37.5 52.6 20.0 41.5 
Middle market 50.0 100.0 16.7 50.0 31.6 80.0 47.1 
Total (%)* 100.0 100.0 100.0~~100.0 100.0~"100.0 100.0 
Note： * Discrepancies are due to rounding up. . 
tt The original question consisted of 5 options but options of 
‘low end market ‘ and 'very low end market' were not chosen 
by any respondent• 
Chi-square test significant at 0.10 level. Yates' correction was 
used to adjust for small cell sizes where appropriate. 
In sum, the above findings support Hypothesis 18 that HSBG, 
ABG and EBG would be more inclined to target the higher end 
customers than other groups in the coming decade. 
As regards the relative importance of different customers in 
173 
the coming decade, Table 5.14 shows that respondents highly rated 
both ‘customers doing China-related business' and ‘local 
businessmen'. As suggested in the literature (Godberg and 
Saunders 1980； Vastrup 1983), overseas banks also placed heavy 
emphasis on their 'home customers'. 
Lastly, the bankers‘ divergent views on the importance of 
retail customers (standard deviation=1.4 8) deserves further 
mention. The divergence reflects the basic difference in 
business domains between retail and wholesale banks. Because of 
the presence of 55% of wholesale banks in the sample, it is not 
surprising to see an overall low importance rating (mean=2.28) of 
retail customers. The significant difference between the retail 
and wholesale groups is further confirmed by the Kruskal-Wallis 
and Mann-Whitney U tests at 0.05 level. 
Hypothesis 19 - Major business. This section investigates 
what business areas the banks would emphasize in the coming 
decade. Such findings shed light on how banks will allocate their 
resources to build up a sound portfolio. 
To accomplish this, an unstructured question was formulated 
asking bankers to indicate the most important business area they 
would develop or focus on in the coming decade. Major findings are 
summarized in Tables 5.15 below. 
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Table 5.14 - Importance of Different Types of Customers 
in the Coming Decade 
Mean Score of Banking Grdup# 
HSBG CRBG ABG JBG EBG LCBG OVERALL 
Types of Customers 
Customers doing China-
related business 4.00 3.60 3.50 3.44 3.68 4.00 3.62(0.81) 
@Home customers -- 3.40 3.50 4.00 3.26 -- 3.55(0.78) 
Local businessmen 4.50 3.80 3.33 3.31 3.26 4.00 3.45(0.91) 
*Customers for , … 
retail services 4.50 3.60 2.50 2.13 1-26 4.20 2.28(1.48) 
Note: * denotes Kruskal-Wallis test significant at 0.05. 
tt 1 denotes least important, 5 denotes most important. . 
@ Only foreign and PRC banks were required to answer this 
question. 
Parentheses show the overall standard deviation. 
Table 5.15 shows within their overall portfolio, the most 
important business on which the banks would focus in the coming 
decade. As noted from the overall column percentage, 39.6% of the 
respondents indicated that they would give the top priority to 
developing their ‘trade financing' business. Besides, 15.1% of 
the respondents reported that 'money/capital market operations' 
would be their most important focus. Following these two, 
'project f i n a n c i n g / s y n d i c a t i o n ' , 'general commercial lending' and 
‘general retail business' had the same degree of attractiveness to 
the banks. Each of these three businesses was chosen by 13.2% of 
respondents. 
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Table 5.15 - Major Business Areas of the Banks in the Coming Decade --
Overall Portfolio 
Column % by Banking Group 
HSBG CRBG ABG JBG EBG LCBG OVERALL 
% 
Business 
Trade financing 5 ^ ~ ~ 4 ^ sITs 5 ^ 3 ^ 6 1^75 3 ^ 
Money/capital 
market operations -- __ 50.0 -- 26.3 -- 15.1 
Project financing/ 
Syndication -_ -_ __ 31.3 10.5 __ 13.2 
General commercial 
lending 50.0 -- -- 12.5 21.1 -- 13.2 
General retail business -- 40.0 16.7 6.3 -- 60.0 13.2 
Private banking -- 20.0 -- __ 5.3 -- 3.8 
Other advisory services -- -- -- ~" 5.3 -- 1.9 
Total (%)* 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Note： * Discrepancies are due to rounding up. 
Chi-square test significant at 0.05 level. Yates' correction was 
used to adjust for small cell sizes where appropriate. 
When comparing the different banking groups using the Chi-
square test, a significant difference was detected at 0.05 level. 
A closer examination reveals the following salient differences： 
1. The heavy emphasis of wholesale oriented banks (ABG, 
JBG, and EBG) on 'money/capital market operations' 
and/or ‘project financing/syndication'； 
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2. The relatively heavier emphasis of HSBG on 'general 
commercial lending' than other groups/ and 
3. The relatively heavier emphasis of Chinese banks (CRBG 
and LCBG) on 'general retail business' than other 
groups. 
The above findings provide support to Hypothesis 19 which 
postulates that the wholesale banks would focus more on corporate 
businesses like money and capital market operations, project 
financing and syndication than other rivals. 
While Table 5.15 examines the overall portfolio of the 
banks, Table 5.16 attempts to identify the major products they 
would focus on for their China market. Given the growing 
importance of the China market, the findings help to shed light on 
where the opportunities in the mainland really lie. 
An unstructured question was again employed to ask the 
respondents to indicate the most important business in China they 
would focus on in the coming decade. By referring to the overall 
column percentage, it was noted that ‘trade financing' would be 
the first priority of development for most of the banks (54.7%), 
followed by 'project f i n a n c i n g / s y n d i c a t i o n ' (22.6¾) and 
'money/capital market operations' (9.4%). Except for the reverse 
order between 'project f i n a n c i n g / s y n d i c a t i o n ' and 'money/capital 
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market operations', the finding is similar to that of the overall 
portfolio. 
As a whole, the Chi-square test detected no significant 
difference among banking groups. This suggests that 
opportunities in the China market would remain confined to a few 
areas in the years to come. As such, the choices made by the 
Table 5.16 - Major Business Areas of the Banks in the Coming Decade -_ 
China Business 
Column % by Banking Group 
HSBG CRBG ABG JBG EBG LCBG OVERALL 
% 
Business 
Trade financing 100.0 60.0 50.0 50.0 47.4 80.0 54.7 
Project financing/ 
Syndication -- 20.0 16.7 37.5 21.1 -- 22.6 
Money/capital 
market operations -- ― 33.3 -- 10.5 20.0 9.4 
General commercial 
lending -- “ " 6.3 21.1 -- 7.5 
General retail 
business -_ 20.0 -- -- __ "" 3.8 
Other advisory 
• _ _ - _ g 3 - - - - 1 . 9 
services - - ° • ^  
Total (%)* 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Note： * Discrepancies are due to rounding up. 178 
banks were rather similar. Despite this, one interesting finding 
deserves to be mentioned. As noted, around 20% of the PRC banks 
reported that they would place emphasis on China's retail business 
in the coming decade. Since these Chinese banks are more familiar 
with and knowledgeable about the situation in the mainland, their 
choice may further reflect China's intention to gradually 
liberalize its domestic banking market. 
Summary of Results from Primary Data Analysis 
To conclude, there is substantial evidence to show that the 
overall banking environment would deteriorate in the coming decade 
though an overall favourableness would still prevail. When 
examining individual environmental factors carefully, it is 
observed that macroscopic variables such as regional and local 
economic conditions, economic integration with the mainland and 
internationalization of Hong Kong‘s financial markets would be the 
major impetus contributing to the overall favourableness. 
Conversely, the political uncertainty relating to the sovereignty 
handover, and operational problems like shortage of quality staff 
and rising costs would be the major problems faced by the 
industry. Most of these favourable and unfavourable factors were 
accurately hypothesized in Chapter IV. 
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Regarding the difference among the six banking groups, it is 
noted that they exhibited relatively more differences in their 
competitive advantages than in their environmental perception. 
Indeed, their similarity in environmental perception has already 
been observed from the earlier in-depth interview. As regards 
competitive advantages, although there is quite strong evidence 
showing that different banking groups would rely on different 
advantages for competition in the coming decade, new insight has 
emerged regarding which particular advantages would actually be 
relied on. Lastly, along with their difference in competitive 
advantages, banking groups also exhibited a number of differences 
in their strategic choices. In particular, these include their 
different views on strategic focus, generic strategic, and target 
customers and major offerings. 
In addition to the hypothesis testing, the foregoing 
findings also derived a number of significant implications that 
deserve further discussion. These will be dealt with in the 




Based on findings from the in-depth interview and mail 
survey, a number of important implications have been generated. 
In parallel with the research objectives specified earlier, these 
implications will be presented according to the following 
headings. 
Changing Banking Environment 
Comparison between Current and Future Environments 
The present findings statistically support the views of 
other literature concerning Hong Kong's overall banking 
environment after 1997 (Mushkat 1989). Needless to say, the 
present study highlights that the Hong Kong banking environment 
would deteriorate in the coming decade. Despite the 
deterioration, the overall environment would still be far from 
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pessimistic. This moderate optimism derived from the bankers' 
perception that Hong Kong would continue to benefit from regional 
economic developments and the modernization of China. However, in 
view of the sovereignty handover and increasing intervention 
perceived from China, bankers were also worried that the industry 
would lose its free market vigour. Moreover, due to the rapid 
rise in operating costs and economic restructuring of the domestic 
economy, bankers were even more concerned about how to control 
overheads and retain capable staff. Given this mixed picture, 
some international banks in Hong Kong have already shifted 
considerable resources into the development of other overseas 
markets (Asian Finance, 15 March 1991). 
Along with their view on the overall banking environment, 
the bankers also conceived that most key environmental factors 
would deteriorate in the coming decade. In particular, the 
regulatory environment was found to deteriorate significantly at 
0.01 level. This is attributable to anxieties concerning the 
increasing intervention from the PRC government and the global 
trend of standardization in supervisory measures mentioned 
earlier. As regards the increasing intervention from the PRC, the 
fear did not entirely derive from the increase in rules. Rather, 
it revolved around whether the SAR government would have 
sufficient expertise and a fair mechanism to supervise banking 
operations. With respect to the global standardization in 
supervisory practices, the additional costs incurred in meeting 
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the requirements can be regarded as the price paid for a more 
regulated but healthier banking system. In any event, it seems 
to be very difficult for the Hong Kong Monetary Authority to 
deviate widely from the international standards if Hong Kong 
wishes to preserve its acceptability in the international 
platform. 
The Most Favourable Environmental Developments 
Based on the survey, the four most favourable environmental 
factors in descending order are ‘economic conditions in Asia 
Pacific region', ‘growing economic integration with China', 
‘local economic conditions', and ‘internationalization of Hong 
Kong's financial markets'. The result remains unchanged 
irrespective of whether the present or future banking environment 
is referred to. Except for failing to take the ‘local economic 
conditions‘ into consideration, the survey results basically 
support Hypothesis 2. These findings have the following specific 
implications. 
First, it is clear from the findings that the most 
favourable factors prevailing in the current banking environment 
would continue to prevail in the coming decade. A closer look 
shows that most of them are economic in nature. Even for the 
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‘internationalization' factor, it is submitted that the continued 
economic progress of Hong Kong plays an essential role in 
attracting foreign banks and funds to come to the territory and 
driving domestic banks to go international. To conclude, the 
outlook of Hong Kong's banking environment will greatly depend on 
the economic vitality of Hong Kong itself and the region in which 
it is situated. 
Second, various points relating to the 'integration' and 
' i n t e r n a t i o n a l i z a t i o n ' factors deserve further mention. For 
integration, the highly favourable score indicates the general 
belief that economic benefits resulting from integration with 
China would outweigh political perplexities caused by the 
sovereignty handover. Such belief is based on the assumption 
that China would be reluctant to sacrifice its economic interests 
for political ones. Although this might not be the view of 
liberal politicians, it is not unreasonable for pragmatic bankers 
to hold such a view in light of increasing business opportunities 
in the China market. 
As for the ‘internationalization' factor, it refers to the 
,growing number and business activities of international banks in 
Hong Kong as well as increasing operations of domestic banks 
overseas. Judging from the present finding, the deteriorating 
yet favourable score highlights an encouraging situation. That 
is, even if the future environment is really so gloomy that the 
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Hong Kong banking market will decline in its international 
profile, the bankers at least felt that the internationalization 
process would only be decelerated but not ceased. The 
continuation of this internationalization is essential if Hong 
Kong wishes to retain its role as a key financial middleman 
between China and the rest of the world. 
The Most Unfavourable Environmental Developments 
As identified in Chapter V, four environmental factors would 
be unfavourable in the coming decade. In descending order of 
favourableness, they are 'risk of default', 'political climate of 
Hong Kong', 'availability of quality staff and 'operating costs'. 
Among these four factors, the last three were identified as 
currently unfavourable too. 
This finding is not difficult to interpret. In fact, 
rising operating costs due to high inflation, uncertainties 
triggered by the sovereignty handover, and labour shortage due to 
excessive economic expansion and to a lesser extent, the brain 
drain problem are all major problems faced by Hong Kong 
businessmen at present. Hence, the finding simply indicates that 
problems faced by the banking industry at the moment are very 
similar to those experienced by other sectors. 
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Regarding the future extension of these three current 
problems, it attributes greatly to their complex and macroscopic 
nature. As such, it is highly improbable that practitioners 
alone can cope with the problems completely. For instance, even 
if the bankers impose various cost control measures, they still 
cannot tackle the rising operating costs completely due to the 
absence of any effective anti-inflationary tool in Hong Kong. 
Efforts from various parties including the government must 
therefore be called for. Even so, it will take a considerable 
time before these complex issues can be totally resolved. 
In particular, the political environment is a variable over 
which bankers have virtually no control. Although the bankers 
generally believed that China would not sacrifice its economic 
interests for political ones, there is no guarantee that there 
would not be any unintended turmoil derived from its own system 
(Lieberthal 1992). This may include political instability in 
China and its propensity to intervene more frequently in Hong 
Kong's affairs. As pointed out by a recent report, with further 
integration with China, the Hong Kong banking sector is highly 
susceptible to any political disturbance derived from the ‘China 
factor' (Moody's Sovereign Credit Report, June 1993). In the worst 
scenario, this political threat could jeopardize the 
internationalization process of Hong Kong's financial industry 
and outweigh any economic benefits from integrating with China. 
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with respect to the fourth factor, ‘risk of default', the 
marginally unfavourable score may relate to causes at both macro-
and micro- levels. At the macro-level, the increasing sovereign 
risk after Hong Kong's handover is a possible explanation. In 
view of this, securing fundings for infrastructural projects such 
as the Hong Kong airport project would be adversely affected. 
This negative outcome is probably assoicated to the increasing 
linkage with China. At the micro-level, the unfavourable score 
signifies the deterioration in loan quality of individual banks 
due to increase in competition. This issue in turn may relate to 
the supervisory problem mentioned previously. 
Lastly, the respective influence of these four factors 
deserves further attention. Although most people think that the 
future domestic political climate would be the greatest threat 、 
faced by the industry, the survey results suggest differently. 
As noted, operating costs and labour problems were perceived as 
even more detrimental than the political climate. The results 
manifest that the banks were more concerned about their daily 
operational problems than the more remote problem of political 
disturbance. 
In sum, with the approach of 1997 less than two years away, 
those banks greatly worried about the political risk have already 
retreated from Hong Kong. For those still here, they will 
probably continue to stay beyond 1997. Hence, by accepting this 
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political reality, banks still in Hong Kong will start paying more 
attention to address operational issues such as efficiency, cost 
effectiveness and financial risk position. 
Competitive Advantages of the Banks 
In this section, the most important and least important 
advantage factors will be elaborated. As noted from Table 5.7, 
almost all the factors were perceived as important and had a mean 
score of above three. The only exceptions are ‘cultural 
proximity' and 'affiliation with another bank or banking group'. 
A closer look shows that long established banks in Hong Kong (e.g. 
HSBG, CRBG and LCBG) would rely more heavily on cultural proximity 
as a competitive tool than those relatively late coming foreign 
banks. Since the foreign banks represent 77% of all the 
respondents in the sample, it is not surprising that the overall 
mean score is dominated by their view and cannot thoroughly 
reflect the opinion of the long standing banks. The relatively 
low score of another cultural advantage factor, ,long 
establishment in Hong Kong' , can be explained by the same 
rationale. 
As for the least important factor, ‘affiliation with another 
bank or banking group‘, all banking groups except LCBG and HSBG 
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gave this factor a relatively low rating. Between the two 
groups which attached greater importance to this factor, it is 
believed that their mode of affiliation is different. In the 
case of LCBG, its affiliation would mainly confine itself to the 
domestic market, namely by affiliating with another foreign bank 
in order to strengthen its competitive position in Hong Kong. 
With respect to HSBG, its affiliation would be more likely to take 
place at the international level. In other words, the group would 
be inclined to merge with another financial institution overseas 
in order to pursue its geographical diversification strategy (Jao 
1991). 
As regards the most important sources of competitive 
advantages, both 'a stable team of high calibre personnel' and 'an 
image as a reputable international bank' have a mean score of over 
four. This implies that banks would rely heavily on their staff 
quality and corporate image to differentiate their intangible 
offerings. The heavy emphasis on 'high calibre personnel' in turn 
reminds practitioners of the urgency to tackle the problem of 
labour shortage. In view of the heavy emphasis on ‘ international 
reputation' , it is expected that multinational banks with rich 
international banking experience would be at a more advantageous 
position than those small indigenous institutions. 
Apart from these two factors, ‘professional banking 
services', ‘efficient operations' and 'expertise in a particular 
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market segment' were also highly rated by the respondents. All of 
them have a mean score of above 3.8. The importance of the first 
two factors are related to the very nature of service that calls 
for differentiation in the process of service delivery (Ennew, 
Wright and Thwaites 1993). Professionalism is largely concerned 
with the utility derived from the process of delivering the 
offering. It is about the way, attitude and manner of the staff 
in handling the transactions. Undoubtedly, the level of 
professionalism of a bank is directly linked to its staff 
quality. This implies that large international banks are again 
in a better position to attract the right people to join due to 
their better remuneration packages and corporate image. In 
addition, these globalized banks are also more experienced and 
resourceful in providing necessary staff training. 
While the factor of 'professionalism' is more concerned with 
the software or human side of a bank, the factor of 'efficient 
operations' are more related to its hardware. Specifically, a 
bank's operating efficiency depends directly on its working 
procedures and data processing systems. For instance, in the case 
of an international bank that is well-equipped with a worldwide 
network, its efficiency to serve international clients would 
certainly be enhanced. Lastly, the emphasis on 'expertise in a 
particular market segment' reflects the overall keen competition 
in the marketplace. In view of this, banks are required to pay 
more attention to sharpen their target marketing skills. 
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In short, all the foregoing important advantages for the 
Hong Kong banking sector are among the most common for almost 
every service industry. This means like other service firms, the 
banks have to focus on how to differentiate their intangible 
offerings through their staff quality, brandname, service delivery 
process and marketing competency. The success of an individual 
bank thus depends on how far it owns these advantages and how 
well it channels them into effective strategies along with the 
changing environment. In the following, the strategic responses 
of the banks will be analyzed in more detail. 
Strategic Responses of the Banks 
In addition to the discussion in Chapter V, some further 
elaboration on banks' strategic responses in the coming decade is 
presented below. 
Corporate Objective 
'Improving productivity', ‘improving competitive position' 
and ‘developing business in HK/Asian region' were identified as 
the most popular corporate objectives for the banks in the coming 
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decade. In addition, the popularity among these three objectives 
is rather similar. Each of them received around o n e - t h i r d of 
support from the respondents. As mentioned earlier, the finding 
reflects the banks' determination to cope with the rising 
operating costs and keen competition as well as the business 
opportunities emerging in Hong Kong and nearby countries. The 
finding helps portray an overview of Hong Kong's future banking 
environment. 
Strategic Focus and Generic Strategy 
The study of the strategic focus and generic strategy 
renders further insights on the strategic approach of banks in 
the coming decade. In brief, apart from the most popular focus of 
‘reducing costs and improving productivity', the focuses of 
‘entering emerging market segments' and ‘winning share by beating 
competitors' were also well received by the bankers. The 
respective mean scores further highlight how the banks intend to 
prioritize these focuses. Namely, in addition to the very 
emphasis on cost reduction and productivity improvement, they 
would also allocate considerable resources to develop new niches. 
To a lesser degree, the banks would try to maintain their 
competitive position in the existing domains as well. 
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As ‘reducing costs and improving productivity' has been 
discussed rather thoroughly on previous occasions, the following 
will concentrate on the other two focuses. When compared, it 
seems that ‘entering into emerging market segments' would be more 
promising than ‘winning share by beating competitors' in the 
longer run. This argument is based on the overall heavy 
competition in the existing marketplace. Hence, to avoid head-on 
competition, it is advisable for banks to put more resources into 
developing new niches instead of sticking to the existing domains. 
In order to explore new niches, it is foreseen that banks 
with sufficient resources will keep on diversifying to other 
overseas markets. It: is also expected that a handful of banks 
will continue to cultivate new segments in the domestic market. 
For instance, a number of banks have already targeted the tertiary 
student market segment for promoting their credit cards. 
Besides, more and more retail banks have already shifted 
considerable resources to develop their corporate and treasury 
businesses. All these moves have led to the popularity of ‘market 
diversification' as a generic- strategy in the coming decade. 
As regards how to maintain the competitive position in the 
existing domain, both low price and differentiation represent two 
basic approaches (Gilbert and Strebel 1992). With respect to low 
price, the feasibility of a bank to pursue cost leadership in 
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turn depends on how good it can improve productivity and reduce 
costs. Alongside this, most bankers during the interviews 
stressed the need of further computerization of operations. Large 
retail banks also specifically advanced the solution of importing 
labour (e.g. computer technicans and tellers) from China. 
With respect to differentiation, it is apparent that it is 
highly related to the generic strategy of ‘product development or 
innovation'• However, in view of the absence of patent 
protection, it is rather easy for rivals to imitate banking 
offerings of the pioneer. In fact, at the tangible level, all the 
banks are offering their customers the most homogeneous product, 
namely money. This helps explain why only less than one-fifth of 
the responding banks chose ‘product development/innovation‘ as 
their generic strategy. The analysis also brings out the 
importance of differentiation in the service content and delivery 
process. Along with this, differentiation in areas such as staff 
quality and service manner, international image, efficient 
operations through advanced computerized systems and marketing 
excellence, etc., are all essential and more difficult to imitate. 
In fact, all these advantages were already identified as the most 
important in the present survey. 
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Target Market 
As shown in Table 5.13, the different emphasis on market 
segments provides further evidence on advantage difference among 
banking groups. Along with this, it is reported that smaller 
banks with less international reputation would focus more on the 
relatively lower end customers whereas multinational banks would 
usually target the higher end market segments. 
Despite this difference, it is still noted that 'high end 
market‘ and 'middle market' would be the most popular choices 
among banks in the coming decade. To further explore new niches 
within these two broad segments, it is expected that there would 
be a greater tendency for banks to employ some finer segmentation 
bases like behavioural and psychographic dimensions to define 
their own target. 
The findings in Table 5.14 again reflect the importance of 
the ‘China factor'. As noted, ‘customers doing China-related 
business' were highly rated by the respondents. On the whole, 
institutional clients (e.g. investors involved in China business, 
multi-national corporations, and local businessmen) were also 
rated as far more important than retail customers. There are 
three reasons accounting for the emphasis on institutional 
clients. First, the more mature retail market has led banks to 
195 
divert more resources to develop their commercial and/or wholesale 
businesses. Second, given the high operating costs, it would be 
more economical for banks to shift to market segments that can 
be served effectively by less staff and outlets. Third, as 
mentioned earlier, the presence of over 50% of wholesale banks in 
the sample also explains the lower emphasis on retail customers. 
Major Banking Offerings 
The major business areas for the coming decade can be 
regarded as a reflection of how the bankers perceived future 
banking opportunities. In order of descending importance, ‘trade 
financing', ‘money/capital market operations ‘ , and 'project 
financing/syndication' were identified as the most promising areas 
of development. 
The emphasis on ‘trade financing, and 'project 
financing/syndication' coincides with the optimism toward the 
economic and trade developments in China and the whole Asia 
Pacific region. When these two businesses are compared, trade 
financing appears to be even more popular due to its short run 
and/or fee-based nature. As for project financing and 
syndication, the commitment and risk of the banks are much higher 
because of the huge lending amount involved and long repayment 
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period. In addition, given the political uncertainty and 
increasing sovereign risk during the transitional period, the 
banks would also be more cautious when deciding whether to make 
advances with repayment dates beyond 1997. 
The emphasis on 'money/capital market operations' reflects 
bankers' confidence in the future development of these two 
markets. In fact, the present survey also solicited bankers' 
views on the favourableness of these two markets in the coming 
decade. On a five-point scale, the mean scores for the money 
market and capital market were found to be 3.59 and 3.55 
respectively (l=very unfavourable ； 5=very favourable) • This 
provides further evidence for the outlook of general optimism 
attached to these two markets. 
Despite the general favourableness, the potential problems 
faced by the markets should not be ignored. Currently, except 
for the inter-bank market segment, other segments of these two 
markets have yet to be fully developed {Lui 1991) . This slow 
development is mainly attributable to the absence of a 
comprehensive credit rating system and local clearing system, 
regulatory problems and limited base of investors (Lui 1991). 
Nevertheless, with the increasing number of international 
institutions coming to Hong Kong to issue or underwrite financial 
instruments such as commerical paper, notes, bonds etc., it is 
hoped that both markets would eventually become more fully 
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fledged. Among these international institutions, most of them are 
commercial banks whose entry is a result of the 
internationalization of the domestic financial market. Meanwhile, 
these banks have already accounted for 52% of all the Hong Kong 
dollar debts issued annually (South China Morning Post, 20 
November 1993). 
When confined to major offerings in the China market, 
bankers‘ emphases were largely identical to those for the overall 
portfolio. The major exception is the reverse order between 
‘money/capital market operations‘ and 'project 
financing/syndication' . The findings reflect that the money and 
capital markets of China would still not be fully developed in the 
coming decade. Hence, to pursue growth in a less risky domain, 
banks would tend to emphasize more on project financing and 
syndication especially those linked directly to the economic 
development and modernization of China. 
In this context, the subtle difference between project 
financing and syndication should be noted. It is discovered from 
interviews that most foreign banks were quite hesitant in engaging 
in China's project financing. It is because in most cases they 
encountered difficulty in assessing the viability of the project. 
Although this difficulty may not create too much trouble for the 
PRC banks which have a close relationship with both the borrowers 
and the Chinese government, it has forced foreign banks to 
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concentrate on syndicated loans. By so doing, foreign banks 
benefit from three aspects. First of all, they are able to 
spread the financial burden and thus risk among a larger number 
of participating financial institutions. Second, they can link 
the solvency directly to the borrowing company but not the project 
itself. This is even safer if the borrowing company is a well-
known undertaking owned by the Chinese government. Lastly, in 
the case where the syndication is guaranteed by a PRC bank (a 
requirement that is always insisted on by foreign lenders)‘ the 
risk involved will be further minimized. According to the 
interviewees, it is likely that foreign banks will continue this 
current practice in the years to come. 
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Summary 
Overall, the strategic responses of the banks detected in 
the survey link closely to their perception of the future banking 
environment. In brief, most of them placed heavy emphasis on 
improving productivity and controlling overheads in order to 
tackle the perceived increasing operating costs. In addition, to 
pursue further growth under the highly competitive and politically 
uncertain environment, most banks would diversify to promising 
local and overseas market segments. Moreover, to take advantage 
of the growing Sino-Hong Kong trade, internationalization of 
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domestic financial markets and rapid regional economic 
development, Hong Kong based banks would continue to develop their 
business in areas of trade financing, money and capital market 
operations, project financing and syndication. 
Difference Among Banking Groups 
Overview 
In order to detect whether there was any significant 
difference among the six banking groups, their perception of the 
banking environment, competitive advantages and strategic 
responses were compared. As a consequence, a handful of salient 
differences have been noted. 
Overall, there was more divergence in banks' competitive 
advantages and strategic responses than in their views on the 
banking environment. This finding is hardly surprising since each 
strategic group by virtue should possess different advantages. 
These advantages would logically lead to different strategic 
responses. This distinguishes from the environmental scanning in 
which different bankers ended up with a more similar conclusion 
based on the rather alike macro-environmental setting. 
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Difference in Competitive Advantages 
As far as the competitive advantages are concerned, it is 
observed that large banks with a high degree of globalization 
would be more advantageous in their staff quality, 
professionalism, reputation and operational efficiency. As noted, 
all these are essential ingredients for ensuring a high quality of 
service and confidence among customers. 
Being less advantageous in the above areas, it is 
conceivable that both the mainland and local Chinese banks would 
mainly target the lower end customers. In addition, these banks 
would rely more on cultural proximity to build up their 
competitive edge. The cultural proximity here has two 
connotations： (1) the China connection in terms of familiarity 
with the PRC system and relationship with the Chinese officials； 
and (2) cultural tie with both the mainland and local Chinese. 
When these two groups are compared, it is obvious that CRBG has a 
much stronger China connection than LCBG. The above analysis 
helps explain the relatively weak competitive position of the 
local Chinese banks and their heavy emphasis on indigenous 
customers. 
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Relative Competitiveness of Different Banking Groups 
As shown in Table 5.8, HSBG was still expected to be the 
most competitive group in the coming decade largely due to its 
rich resources and sound foundation in Hong Kong. Hence, although 
the group has been shifting more resources to develop its European 
business, most respondents still felt that other rivals would find 
it difficult to challenge its strong market position. 
In spite of lagging behind, EBG and CRBG were expected to 
chase closely the leader in the coming decade. The perceived 
competitiveness of EBG is mainly attributable to the more diverse 
composition of the group. As such, the group possesses various 
kinds of expertise from banks with relatively more divergent 
backgrounds• This makes the entire group look more competitive 
when compared with other banking groups whose expertise is more 
monotonous. As for CRBG, the increase in political advantage as 
1997 approaches is an obvious explanation. Conversely, the 
relatively lower competitiveness scores of American and Japanese 
banks may relate to the banking problems they would continue to 
experience at home and in third world countries. These include 
bad debts and plummet of the home stock market that significantly 
tighten their financial resources. Lastly, the lowest rating 
assigned to LCBG is due to the their limited resources and low 
international reputation mentioned earlier. 
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In addition, the heavy inter-group competition among retail 
oriented banks deserves special attention. Briefly, the finding 
further confirms the general belief that the Hong Kong retail 
market is more mature and thus more intense in c o m p e t i t i o n . This 
differs considerably from the less saturated wholesale market. 
Judging from the present market conditions, it is highly probable 
that ‘share fighting' in the retail sector would still be very 
popular in the coming decade. 
Major Strategic Differences Among Different Banking Groups 
Possible effect of business domain on stratecrv 
Although the present study focuses on examining the possible 
differences among the banking groups, the survey results also 
suggest that the banks' business domain (retail vs wholesale) also 
affects their strategic choices. Thus, the following will attempt 
to shed more light on the issue. To accomplish this, respondents' 
mean scores on the survey questions concerning strategic focus and 
importance of the retail customers were referred to. The latter 
is regarded as a proxy of banks‘ business domain and is believed 
to be highly dependent on whether they are subject to the ‘ one 
branch restriction'. Specifically, the correspondent scores of 
each of the six banking groups were plotted on a 2 x 2 matrix. As 
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there are altogether three strategic focuses under investigation, 
3 matrices were thus produced to represent the relatonship between 
each of these focuses and business domain. The results are 
depicted in the following Figures 6.1 to 6.3. By referring to 
these matrices, the basic strategic difference and similarity 
between the retail and wholesale banks become apparent. 
In Figure 6.1, it is clearly pointed out that all the retail 
banking groups (HSBG, CRBG, LCBG) have assigned a higher 
importance to the retail market than the wholesale ones (ABG, JBG, 
EBG) . Besides, it is noted that all the retail banks showed a 
strong inclination to adopt ‘entering emerging market segments‘ as 
their major strategic focus. As mentioned before, this is 
attributable to the more saturated condition in the retail sector 
that forces the retail banks to explore new market segments. 
Among all the wholesale banks, only the Japanese banks showed a 
strong inclination to adopt this strategic focus. This is 
probably related to their traditional strategic emphasis on 
target marketing. 
Figure 6.2 further depicts the more intense competition in 
the retail market. Unlike their wholesale counterparts, retail 
banks were reported to place heavier emphasis on the strategic 
focus of ‘winning share by beating competitors‘. As just 
mentioned, this keen competition is also a major driving force for 
the retail banks to look for new market segments• With respect to 
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Figure 6.3, it is found that both retail and wholesale banks had a 
more similar opinion on the strategic focus of ‘reducing costs and 
improving productivity'. The result reflects a relatively more 
consensual view of the overall impacts of rising operating costs. 
As such, banks from different groups exhibited a similar degree of 
enthusiasm for controlling overheads. 
Basic strategic mode of the banking groups 
While the preceding section has attempted to explore the 
possible effect of business domain on the strategic responses of 
banking groups, the present section will attempt to portray their 
basic strategic modes. To achieve this, the empirical findings 
are the main reference. In addition, the portrayal also includes 
information obtained in the in-depth interviews that goes beyond 
but is consistent with the empirical findings. 
1. HSBG： In the course of pursuing its global tripartite 
strategy, the group will still try to maintain its 
leadership in existing business domains through 
productivity improvement, product development and 
market diversification. Such a move has been backed up 
by the group's further investment in computerization 
and global networking. In existing segments, the group 
is determined to preserve its existing market position 
despite the risk of head-on competition from its 
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rivals. HSBG's strong determination may relate to the 
high proportion of profits (over 60%) it has currently 
enjoyed from the Hong Kong operation. In the longer 
run, it is expected that the group will seek a higher 
degree of division of labour between its two 
constituent members. In other words, while the Hong 
Kong and Shanghai Bank is expected to shift more 
resources to overseas operations, Hang Seng Bank is 
believed to continue to remain a key player in the 
domestic market (Au 1995)• 
2. CRBG: By exploiting its ‘China connection' advantage, 
it is believed that the group will experience further 
growth through expanding its China-related businesses. 
As a lot of local businessmen are engaged in China 
trade, it is conceivable that the group will place 
heavy emphasis on these customers too. Regarding the 
rivalry with HSBG, it seems that the group is rather 
cautious. From the survey, it is noted that the group 
would not be as eager as HSBG for share competition. 
Instead, the group would be more inclined to develop 
new market segments. 
3. ABG： As generally believed, professionalism, financial 
innovativeness and international reputation are the 
maj or edges of American banks. Although American 
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banks in the survey also admitted the importance of 
marketing expertise, they seemed less enthusiastic to 
rely on it. This is prehaps due to their over 
confidence already attributed to “ the foregoing 
advantages. The findings also show that a considerable 
proportion of American banks would resort to the 
retrenchment strategy in the coming decade. The result 
coincides with the ‘short termism' of typical American 
organizations (Ford and Honeycutt 1992) • Because of 
this orientation, they are more inclined to withdraw 
when difficulties remain unsolved for some time. 
4. JBG： A typical strategic characteristic of Japanese 
organizations was found among the Japanese banks in 
Hong Kong, namely enthusiasm to explore new markets. 
However, another typical Japanese characteristic, 
eagerness to build market share, was not apparent in 
the sample. This is attributable to their confinement 
to the less saturated wholesale sector that reduces the 
need of direct share competition. Despite this, their 
heavy emphasis on ‘ low financing cost‘ as a major 
competitive advantage implies that if necessary, 
Japanese banks would still resort to price competition 
for share building. 、 
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5. EBG: Like their American counterparts, European banks 
are more concerned with enhancing productivity than 
exploring new segments or winning market share by 
beating competitors. Given their long history in 
international banking, it is found that most European 
banks would rely heavily on their professional services 
and international image for competition. 
6. LCBG： Given the lack of both resources and 
international image, local Chinese banks find 
themselves in a rather difficult situation. As an 
immediate strategic response, they are likely to keep 
on targeting the indigenous lower end customers. They 
can achieve this through exploiting their competitive 
advantages of ethnic tie and ‘neighbourhood' image. 
In the longer run, they would further strengthen their 
resources and international profile through horizontal 
integration or strategic alliance with foreign 
financial insitutions. 
Epitome 
All averages can be misleading and it is important to note 
that there were few responding banks whose opinions deviated 
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somewhat from the norm. But overall the results provide support 
to the major hypotheses concerning the future banking environment 
and existence of inter-group differences in environmental 
perception, competitive advantages and strategic responses. 
Although the previous analysis focused more on examining 
the differences among banking groups, differences deriving from 
‘branch status' should not be overlooked. Due to a difference in 
maturity between their business domains, retail oriented and 
wholesale oriented banks were noted to exhibit strategic 
differences in several aspects. This finding proposes a new 
direction for future comparative studies of the domestic banking 
industry by employing the branch status as a controlling variable. 
In sum, all the foregoing implications shed light on what 
the Hong Kong banking environment will look like. Based on these, 
it is hoped that both practitioners and policy makers will gain 
more insight into how to adjust their banks or the entire industry 




As one of the few empirical studies on the Hong Kong banking 
industry, this research has tried to forecast the outlook of the 
industry and strategies of major banking groups in the coming 
decade. To this end, the study has solicited bankers‘ view on 
the overall banking environment and identified a number of major 
favourable and unfavourable environmental developments of the 
industry. To examine how the banks are going to cope with the 
changing environment, the study has also analyzed their 
competitive advantages and strategic responses in terms of their 
corporate objective, strategic focus, generic strategy, target 
market and major product. In addition, the study has also 
examined the applicability of various findings that derived from 
prior research on the banking environment and the strategic 
pattern of firms with nationalities under investigation. 
Literature on banking environment has always attributed the 
growth of a national banking market to telecommunications 
advancement and international trade and economic development 
(Aliber 1986； Lewis and Davis 1987； Blumenthal 1988; Capoglu 
1990) . A review of the Hong Kong banking industry has largely 
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confirmed this mode of development. In addition, the positive 
non-intervention policy of the government and geographic 
proximity to China can also be regarded as unique location 
advantages of Hong Kong in developing its banking industry. These 
advantages have constituted the major attraction for multinational 
banking operations and led to further internationalization of the 
domestic financial market. 
Despite its past success, a number of previous studies and 
professional comments were pessimistic about the future of the 
Hong Kong banking industry (Mushkat 1989； Moody's Sovereign Credit 
Report, June 1993). In most cases, these previous works contended 
that the Hong Kong banking environment would deteriorate after the 
sovereignty handover due to increasing intervention from the 
Chinese government. The present study has provided support as 
well as new insight to this contention. Particularly, the study 
has detected that the environment would deteriorate not simply 
because of political uncertainty, but also because of the presence 
of a number of operational problems like rising operating costs, 
labour shortage and increasing risk of default. In several cases, 
some of these operational problems were considered even more 
unfavourable than the political factor. The findings provide a 
more objective assessment of the handover effect and suggest 
policy makers and bankers to pay greater attention to other 
significant operational issues as well. 
214 
Despite its general deterioration, the present study has 
identified that the situation of the banking industry, as a whole, 
would still be a favourable one. This overall optimism is 
attributed to a number of promising economic developments like the 
economic growth in the Asia Pacific region and Hong Kong itself, 
economic integration with China and internationalization of Hong 
Kong's financial markets. In this respect, the dominance of 
economic forces over Hong Kong's future has coincided with 
findings of previous studies concerning either the investment 
climate of Hong Kong in general (Kirpalani, Mun and Hui 1992) or 
its banking industry in particular (Moody's Investor Service 
1991) . The results also reflect the outward nature of the Hong 
Kong economy and its susceptibility to economic progress in China 
and within the region. 
The present findings have also provided support of varying 
degree to the differences among the six major banking groups in 
terms of environmental perception, competitive advantages and 
strategic responses. While the banking groups have exhibited 
higher consensus on the future banking environment, they have 
demonstrated more divergence in their competitive advantages and 
strategic responses. This may imply that the strategic 
differences among banking groups revolve mainly around their 
heterogeneity in advantages rather than environmental perception. 
When confined to the five banking groups that classified by 
country/region of origin, the results concerning their advantage 
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and strategic differences also suggest that the eclectic approach 
is amenable to the domestic banking industry (Dunning 1979, 1980, 
1988). 
As regards specific inter-group differences, mainland 
Chinese banks demonstrated a higher degree of confidence in 
economic development in Asia Pacific and economic integration with 
China. Likewise, local Chinese banks held similar optimistic views 
on economic integration with China. These favourable perceptions 
coincide with the past findings that multinational firms usually 
perceive developments in neighbouring host markets as less risky 
due to geo-cultural proximity {Erramilli 1991). In addition, as 
most of these Chinese banks are more likely to retain their major 
stake in Hong Kong and/or within the region, they may tend to 
think more favourably of the foregoing developments as a self-
fulfilling process. 
With respect to advantage differences, the findings point to 
the importance of ‘functional quality' (Richardson and Bobinson 
1985) and ‘corporate quality' (Lehtinen and Lehtinen 1991) in 
differentiating banking offerings. In other words, being well-
endowed with these qualities, banks would be able to greatly 
enhance their service delivery process and professionalism as 
well as raise the confidence of their customers. In a service 
industry with relatively limited room for product innovation, 
differentiation of this kind is hardly surprising. Parallel to 
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this, size and experience of the banks seem to constitute the rule 
of the game. In the study, big and long established multinational 
banks were found to be more confident in absorbing capable staff, 
improving efficiency and building up reputation. All these 
abilities can eventually lead to the upgrading of both the banks' 
functional and corporate qualities. The results help explain why 
multinational banking has always been dominated by a number of 
large and experienced players. 
Concerning the inter-group differences in strategic 
responses, the present findings confirm some typical national 
strategic characteristics documented in literature. In 
particular, these include Western banks‘ short termism (Ford and 
Honeycutt 1992), Japanese banks, emphasis on target marketing 
(Doyle, Saunder and Wong 1992) and mainland Chinese banks' 
reliance on cultural proximity (Hsu, Chan and Young 1991； Chan 
1992) • However, other typical strategic orientations like the 
product innovation of Western firms (Doyle, Saunders and Wong 
1992; Wong, Saunders and Doyle 1988) and the cost leadership of 
Japanese firms (Kotler, Fahey and Jatusripitak 1986； Prestowitz 
19&8) are not apparent in the present sample. The issue of 
whether the absence of these typical characteristics is 
attributable to some unique features of the domestic banking 
market deserves further exploration. 
In addition, in view of several differences in environmental 
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perception, advantages and strategic responses between retail and 
wholesale banks discovered in the present study, a further 
investigation using ‘branch status' as a controlling variable 
should be another possible direction for future study. Based on 
the present findings, it seems that the differences are mainly 
attributable to a different degree of maturity between the 
wholesale and retail markets. To further confirm this conjecture, 
a more thorough comparison between these two types of banking 
entities is deemed necessary. Besides, a comparative study of 
strategic responses of different banking groups at the business 
or even the functional level will provide more detailed 
information about advantage and strategic differences of 
individual groups. Furthermore, if future research of a similar 
type incorporates banks' performance as well, it will provide 
further insight on what combination of advantage factors and 
strategic practices lead to better corporate performance under a 
given environmental setting. This may eventually enable banks to 
develop a contingency plan to cope with different environmental 
changes. Finally, the operating environment and strategic 
responses of other service industries such as hotel, insurance, 
accounting services and the advertising industry can also be 
explored by the present approach to see whether some 
generalization can be derived across the board. This will enrich 
understanding on how the Hong Kong service sector will be shaped 
and how service firms will react in the run up to 1997. 
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To conclude, the present study contributes to the 
comprehension of the future Hong Kong banking environment and 
strategies through in-depth interviews and mail survey. Based on 
this investigation, additional insights have been "drawn to verify 
previous works that mainly relied on economic data analysis 
(Moody's Sovereign Credit Report, June 1993) or professional 
comments (Lee 1992； Nontapunthawat 1992/ Zhou 1993) • In addition, 
by examining the differences in environmental . perception, 
advantages and strategic responses among the major banking groups, 
the present study sheds further light on understanding the market 
and competitive structure of the domestic banking industry. An 
understanding of all these will definitely enhance the 
adaptability of practitioners to the changing task environment and 
provide bank strategists a basis for conducting further relevant 
studies in the future. 
- E N D -
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Appendix I - Capital Adequacy Ratio (CAR) of Major Japanese 
City Banks, 1991-1992 
Bank CAR 1991 CAR 1992 
Dai-Ichi Kangyo Bank 8.76 8.24 
Sakura Bank 7.3 5 7.92 
Sumitomo Bank 8.87 8.43 
Fuji Bank 9.09 8.04 
Mitsubishi Bank 8.74 8.20 
Sanwa Bank 8.50 8.10 
Tokai Bank 8.04 8.3 8 
Daiwa Bank 8.92 8.27 
Hokkaido Takushoku Bank 8.74 8.26 
Bank of Tokyo 8.28 8.10 
Asahi Bank 8.96 8.3 0 
Source： Data were extracted from DKB Economic Report, various 
issues ； and Ming- Pao Daily, 1 June, 1992. 
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Appendix II - List of Licensed Banks by Banking Groups 
Under the Present Study (As of December 31' 1992) 
Banking Group Sub-Total 
Hong Kong and Shanghai Banking Group (HSBG)* 2 
Hang Seng Bank 
Hong Kong and Shanghai Bank 
China Related Banking Group (CRBG) 15 
Bank of China 
Bank of Communications 
China and South Sea Bank 
China State Bank 
Chiyu Bank 
Hua Chiao Commercial Bank 
Ka Wah Bank 
Kincheng Bank 
Kwangtung Provincial Bank 
Nanyang Commercial Bank 
National Commercial Bank 
Po Sang Bank 
Sin Hua Bank 
Union Bank of Hong Kong 
Yien Yieh Commercial Bank 
American Banking Group (ABG) 14 
American Express Bank 
Bank of America NT & SA 
Bank of New York 
Bankers Trust Company 
Chase Manhattan Bank, N.A. 
Chemical Bank 
Citibank, N.A. 
First Interstate Bank of California 
First National Bank of Boston 
First National Bank of Chicago 
Morgan Guaranty Trust Company of New York 
Norwest Bank Minnesota, N.A. 
Republic National Bank of New York 
Security Pacific Asia Bank** 
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Appendix II - List of Licensed Banks by Banking Groups 
Under the Present Study (As of December 31, 1992) (Continued) 
Banking Group Sub-Total 
Japanese Banking Group (JBG) 3 7 
Asahi Bank 
Bank of Fukuoka 
Bank of Kinki 
Bank of Tokyo 
Bank of Yokohama 
Chekiang First Bank 
Chiba Bank 
Chuo Trust and Banbking Company 
Daiwa Bank 






Hokkaido Takushoku Bank 
Hokuriku Bank 
Hyakujushi Bank 
Industrial Bank of Japan 
Joroku Bank 
Kwong On Bank 
Long-Term Credit Bank of Japan 
Mitsubishi Bank 
Mitsubishi Trust and Banking Corporation 
Mitsui Trust and Banking 
Nippon Credit Bank 
Nishi-Nippon Bank 





Sumitomo Trust and Banking Company 
Tokai Bank 
Toyo Trust and Banking Company 
Yamaguchi Bank 
Yasuda Trust and Banking Company 
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Appendix 工1 - List of Licensed Banks by Banking Groups 
Under the Present Study (As of December 31, 1992) (Continued) 
Banking Group “ Sub-Total 
European Banking Group (EBG) 4 7 
ABN AMRO Bank N.V. 
Banca Commerciale Italiana 
Banca di Roma S.p.A. 
Banca Nazionale del Lavoro S.p.A. 
Banca Nazionale dell‘Agricoltura 
Banco Central Hispanoamericano, S.A. 
Banco de Santander, S.A. 
Banco di Napoli S.p.A. 
Banco Espanol de Credito S.A. (a) 
Banco Exterior de Espana S.A. 
Bank of Scotland 
Banque Indosuez 
Banque Nationale de Paris 
Banque Paribas 
Banque Worms 
Barclays Bank PLC 
Bayerische Hypotheken-und Wechsel-Bank AG 
Bayerische Vereinsbank Aktiengesellschaft 
Belgian Bank 
CARIPLO - Cassa di Risparmio delle Provincie Lombarde S.p.A. 
Commerzbank AG 
Credit Agricole 





Den Danske Bank Aktieselskab 
Deutsche Bank AG 
Deutsche Genossenschaftsbank 
Dresdner Bank AG 
Hamburgische Landesbank Girozentrale 
Internationale Nederlanden Bank N.V. 
Kredietbank N.V. 
National Westminster Bank PLC 
Nordbanken 
Rabobank Nederland 
Royal Bank of Scotland PLC 
Skandinaviska Enskilda Banken 
Societe Generale 
Standard Chartered Bank 
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Appendix II _ List of Licensed Banks by Banking Groups 
Under the Present Study (As of December 31, 1992) (Continued) 
Banking Group Sub-Total 
European Banking Group (EBG) (Continued) 
Svenska Hande1sbanken 
Swiss Bank Corporation 
Unibank A/S 
Union Bank of Switzerland 
Westdeutsche Landesbank Girozentrale 
Z-Landerbank Bank Austria AG 
Local Chinese Banking Group (LCBG)*** 11 
Bank of East Asia 
Dah Sing Bank 
Hong Kong Industrial and Commercial Bank 
Liu Chong Hing Bank 
Shanghai Commercial Bank 
Tai Sang Bank 
Tai Yau Bank 
United Chinese Bank 
Wing Hang Bank 
Wing Lung Bank 
Wing On Bank 
Total No. of Banks 126 
Note ： * Due to the negligible market share of Wayfoong Finance 
Limited, it was excluded from the study. 
** Renamed as Bank of America (Asia) now. 
*** At the time of investigation, Bank of Credit and Commercial 
Hong Kong and Overseas Trust Bank were under the management 
of the Hong Kong Government, they were thus excluded from 
the study. 
Source： Dataline Asia-Pacific Limited, Bankers Handbook for Asia, 
1992 and 1993; 
Office of the Commissioner of Banking, Hong- Kong- Office of 
Commissioner of Banking Annual Report, 1992. 
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Appendix III - Details of the In-Depth Interview 
Interviewed Respondents Position Date of 
Banking Group/ Appointment 
Bank 
Hong Kong & Shanghai Banking Group 
Hong Kong & Mr Nixon CHAN Area Manager, Nov. 12, 92 
Shanghai Bank Domestic Banking 
Division 
China Related Banking Group 
Hua Chiao Comm. Mr Michael Yiu Fai Assistant GM Feb. 17' 93 
Bank CHAN 
Kwangtung Mr Fu Ming FONG Senior Manager Dec. 16, 92 
Provincial 
Bank 
Union Bank of Mr David Man Tak Managing Director Apr. 20, 93 
HK YAU 
American Banking Group 
American Express Mr Tim JOHNSON Senior Director & Feb. 19, 93 
Bank GM 
Bank of America Mr William HO Vice President Apr. 17, 93 
Republic Bank Mr Richard LEUNG Deputy GM Mar. 23' 93 
of New York 
Japanese Banking Group 
Bank of Fukuoka Mr Kazuo ONIKI General Manager Mar. 24' 93 
Long Term Mr Kazuhide Director & GM Apr. 16, 93 
Credit Bank KOSHIISHI; 
of Japan Mr Akira Deputy GM 
NAKAISHI 
Mitsui Trust Mr Jutaro OKA Deputy GM Mar. 30, 93 
& Banking Co• 
Nippon Credit Mr Hideo OGAWA Deputy GM Apr. 8' 93 
Bank 
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Appendix III - Details of the In-Depth Interview (Continued) 
Interviewed Respondents Position Date of 
Banking Group/ Appointment 
Bank 
European Banking Group 
Barclays Bank Mr Mark ADVANI Assistant to Mar. 10, 93 
Divisional Director 
(Operations) 
Deutsche Bank Mr Chris CHAN General Manager . Feb. 11, 93 
Union Bank of Mr Albert FEHR Vice President Apr. 21, 93 
Switzerland 
Local Chinese Banking Group 
Dah Sing Bank Mr Ronald CARSTAIRS Managing Director Feb. 17' 93 
Wing Lung Bank Mr C.S. CHONG General Manager Mar. 17, 93 
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Appendix IV - List of Questions for the In-Depth Interview 
工. Would you please briefly describe the background of your 
bank and its operations in Hong Kong? 
工工. Economic Environment 
A. Do you think the economic conditions of Hong Kong will 
benefit its banking industry in the coming decade? If yes, 
in what ways and why? 
B. Specifically, how do you perceive the impacts of the 
following factors on the development of Hong Kong's banking 
industry? 
1. Economic development in China 
2. World economic development, in particular the 
development in the Asia Pacific region 
3. Inflation of Hong Kong 
4. Airport project of Hong Kong 
III. Political Environment 
A. What political forces you think will be the most significant 
in affecting Hong Kong's banking industry in the coming 
decade? 
B. Specifically, how do you perceive the impacts of the 
following factors on the development of Hong Kong's banking 
industry? 
1. Recent dispute between China and the UK concerning the 
proposed democratic reform in Hong Kong 
2. Impacts of China's political development on Hong Kong 
3. Handover of Hong Kong to China in 1997 
IV. Regulatory/Legal Environment 
A. How do you perceive the regulatory/legal environment that 
will be faced by the Hong Kong banks in the coming decade? 
B. As Hong Kong becomes more and more internationalized, it is 
inevitable that banks will have to face more and more 
restrictions imposed by various international supervisory 
bodies. What is your opinion on this issue and how will 
your bank cope with this? 
V. Technological Environment 
A. How do you perceive the influence of the technological 
development on the Hong Kong banking industry in the coming 
decade? 
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Appendix IV - List of Questions for the In-Depth Interview 
(Continued) 
V. Technological Environment (Continued) 
B. Specifically, how do you perceive the impacts of the 
following factors on the development of Hong Kong's banking 
industry? 
1. Electronic banking 
2. Development of new financial instruments, e.g. through 
securitization 
VI. Competitive Environment 
A. How do you perceive the competitive environment faced by the 
Hong Kong banking industry in the coming decade? Will the 
competition be more intense? 
B. Which bank(s) or banking group(s) do you consider as the 
most competitive in the coming decade? Why? 
C. Which bank(s) do you consider as your major competitor in 
the coming decade? Why? 
VII. Demographic/Social Environment 
A. What demographic/social factors do you consider as the most 
significant in influencing the development of Hong Kong's 
banking industry in the coming decade? 
B. Specifically, how. do you perceive the impacts of the 
following factors on the development of Hong Kong's banking 
industry? 
1. Changes of buyer behaviour 
2. Brain Drain problem 
3. Import of labour from China 
VII. Would you please briefly describe the strengths and 
weaknesses of your bank relating to its operations in Hong 
Kong? 
VIII.In view of the perceived environmental changes, how would 
your bank adjust the following strategic elements to 
respond? 
1. Corporate objective 2. Strategic focus 
3. Generic strategy 4. Target market 
5. Major product or business domain, etc. 
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Appendix V - Copy of the Mail Questionnaire 
INTRODUCTION: This questionnaire is aimed to investigate how you perceive the 
environmental changes in the Hong Kong banking industry in the coming decade 
(Now-2002) and how you respond strategically. The first part of the 
questionnaire is to investigate the perceived environmental changes and 
organizational competitive advantages. The second part is concerned with your 
strategic planning and the last part is to gather some classification data. 
Part 1 For questions (1) to ⑷， p l e a s e circle the appropriate no. ： 1 -
Very unfavourable, 2 - Unfavourable, 3 - Neutral, 4 - favourable, 5 
- V e r y favourable 
(1) As a whole, how do you perceive the favourableness of the following? 
(a) Current banking environment of Hong Kong 1 2 3 4 5 
{b) Hong Kong's banking environment in 2002 1 2 3 4 5 
(2) How do you perceive the impact of the following factors on the current 
H.K. banking industry? 
(a) Economic conditions in the Asia Pacific region 1 2 3 4 5 
(b) Growing economic integration with China 1 2 3 4 5 
(c) Local economic conditions 1 2 3 4 5 
(d) Political climate of Hong Kong 1 2 3 4 5 
(e) Availability of funds 1 2 3 4 5 
(f) Operating costs 1 2 3 4 • 5 
(g) Overall competitive situation 1 2 3 4 5 
{h) Technological development 1 2 3 4 5 
(i) Availability of quality staff 1 2 3 4 5 
(j) Regulatory environment 1 2 3 4 5 
(k) Airport project 1 2 3 4 5 
(1) Financial liberalization in East and SE Asia 1 2 3 4 5 
(m) Internationalization of H.K.'s financial markets 1 2 3 4 5 
{n) Risk of default 1 2 3 4 5 
(3) How do you perceive the impact of the following factors on the H.K. 
banking industry in 2002? 
(a) Economic conditions in the Asia Pacific region 1 2 3 4 5 
(b) Growing economic integration with China 1 2 3 4 5 
(c) Local economic conditions 1 2 3 4 5 
(d) Political climate of Hong Kong 1 2 3 4 5 
(e) Availability of funds 1 2 3 4 5 
(f) Operating costs 1 2 3 4 5 
(g) Overall competitive situation 1 2 3 4 5 
(h) Technological development 1 2 3 4 5 
(i) Availability of quality staff 1 2 3 4 5 
(j) Regulatory environment 1 2 3 4 5 
(k) Airport project of Hong Kong 1 2 3 4 5 
(1) Financial liberalization in East and SE Asia 1 2 3 4 5 
(m) Internationalization of H.K.'s financial markets 1 2 3 4 5 
(n) Risk of default 1 2 3 4 5 
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(4) In the coming decade, how do you perceive the favourableness of the 
following? 
(a) Development in the H.K. money market 1 2 3 4 5 
(b) Development in the H.K. capital market 1 2 3 4 5 
(5) In the coming decade, how important will each of the following factors be 
in providing your bank a competitive advantage? (Please circle the 
appropriate no. : 1 - Least important, 2 - Somewhat Important, 3 -
Important, 4 - Very important, 5 - Most important) 
(a) Low financing cost 1 2 3 4 5 
(b) International network 1 2 3 4 5 
{c) Cultural proximity 1 2 3 4 5 
(d) Availability of a large amount of funds 1 ‘ 2 3 4 5 
(e) A stable team of high calibre personnel 1 2 3 4 5 
(f) Professional banking services 1 2 3 4 5 
(g) Long establishment in Hong Kong 1 2 3 4 5 
(h) An image as a reputable international bank 1 2 3 4 5 
{i) Capability of product differentiation 1 2 3 4 5 
(j) Capability of innovating financial products 1 2 3 4 5 
(k) Efficient operations 1 2 3 4 5 
(1) Expertise in a particular market segment 1 2 3 4 5 
(m) Good distribution network 1 2 3 4 5 
(n) Marketing expertise 1 2 3 4 5 
(0) Affiliation with another bank or banking group 1 2 3 4 5 
(p) Expertise in China business 1 2 3 4 5 
(6) In the coming decade, what degree of competition will your bank face from 
the following major banking groups? (Please circle the appropriate no.: 1 
-Least competitive, 2 _ Somewhat competitive, 3 _ Competitive, 4 - Very 
competitive, 5 - Most competitive) 
(a) HK Sc Shanghai Banking group (incl. Hang Seng bank) 1 2 3 4 5 
(b) PRC related banking group 1 2 3 4 5 
(c) American banking group 1 2 3 4 5 
(d) Japanese banking group 1 2 3 4 5 
(e) European banking group 
(Excl. HK & Shanghai Banking group) 1 2 3 4 5 
(f) Local Chinese banking group 1 2 3 4 5 
Part 2 
(1) Please tick one item below that represents the most important corporate 
objective of your bank in the coming decade: 
(a) Improving productivity 
(b) Improving competitive position 
(c) Pursuing technological leadership 
(d) Developing business in HK/Asian region 
(e) Enhancing employee development and employer-
employee relations 
(f) Others, please specify： 
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(2) How far do you agree to the following statements in describing the 
strategic focus of your H.K. operation in the coming decade? (Please 
circle the appropriate no. : 1 - Least appropriate, 2 - Somewhat 
appropriate, 3 - Appropriate, 4 - Very appropriate, 5 _ Most appropriate) 
(a) Entering emerging market segments 1 2 3 4 5 
(b) Winning share by beating competitors 1 2 3 4 5 
(c) Reducing costs & improving productivity 1 2 3 4 5 
(3) Please tick one item below that best describes your bank' s market share 
strategy in the coming decade: 
(a) Preventing decline (b) Acting defensively 
(c) Maintaining position (d) Growing steadily 
(e) Growing aggressively ^ _ _ _ (f) Dominating market 
(4) Please tick one item below that best describes your bank's grand strategy 
in the coming decade: 
(a) Retrenchment 
(b) Market penetration 
(c) Market diversification 
(d) Product development/Innovation 
(e) Horizontal integration/Strategic alliance 
(f) Vertical integration 
(5) Please tick ome item below that best describes your target customers in 
the coming decade: 
(a) Very high end market (b) High end market 
(c) Middle market ⑷ Low end market 
(e) Very low end market 
(6) How do you perceive the importance of the following types of customers to 
your bank's operation in the coming decade? (Please circle the 
appropriate no. : 1 - Least important, 2 - Somewhat important, 3 -
Important, 4 - Very important, 5 - Most important) 
(a) Customers doing China-related business 1 2 3 4 5 
(b) Local businessmen 1 2 3 4 5 
(c) Customers for retail banking services 1 2 3 4 5 
(d) Home customers (for PRC or foreign banks only) 1 2 3 4 5 
(7) On the whole, please list the most important business area/product your 
bank is going to focus on or develop in the coming decade: 
(8) with regard to China businesses, please list the most important business 
area/product your bank is going to focus on or develop in the coming 
decade: 
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(9) Meanwhile, how far are you satisfied with your bank's overall performance 
in H.K.? (Please tick the appropriate answer): 
(a) Most satisfied (b) Very satisfied 
(c) Satisfied (d) Somewhat satisfied 
(e) Least satisfied 
Part 3 
(1) By country of beneficial ownership, what nationality does your bank 
belong to? (Please tick the appropriate answer) 
(a) PRC banks 
(b) American banks 
(c) Japanese banks 
(d) European banks 
(e) Local Chinese banks 
{f) Others, please specify 
(2) Is your bank subject to the 'One branch restriction' ？ (Please tick the 
appropriate answer) 
Yes No 
- E N D -
(THANK YOU VERY MUCH FOR YOUR PARTICIPATION) 
232 
Appendix VI - List of Respondents to the Mail Survey (Continued) 
Banking Group and Respondent Sub-Total 
Hong Kong and Shanghai Banking Group (HSBG) 2 
Hang Seng Bank 
T. C. HO (CEO)* 
Hong Kong and Shanghai Bank 
J. M. GRAY (CEO) 
China Related Banking Group (CRBG) 5 
Chiyu Bank 
Ming Tak TAM (Assistant General Manager) 
Hua Chiao Commercial Bank 
Michael Yiu Fai CHAN (Assistant General Manager) 
Kwangtung Provincial Bank 
Fu Ming FONG (Senior Manager) 
Nanyang Commercial Bank 
Man Kee WONG (SE)** 
Union Bank of Hong Kong 
David Man Tak YAU {CEO) 
American Banking Group (ABG) S 
American Express Bank 
Tim JOHNSON (CEO) 
Bank of America 
William HO (Vice President) 
Chase Manhattan Bank, N.A. 
Richard MOUNCE (CEO) 
Citibank, N.A. 
Antony LEUNG (CEO) 
First Interstate Bank of California 
William E. B. SIART (SE) 
Republic National Bank of New York 
Richard LEUNG (Deputy General Manager) 
233 
Appendix VI - List of Respondents to the Mail Survey (Continued) 
Banking Group and Respondent Sub-Total 
Japanese Banking Group (JBG) 16 
Bank of Fukuoka 
Kazuo ONIKI (CEO) 
Chiba Bank 
Takashi TAMAKI (SE) 
Fuji Bank 
Wataru YAMAMOTO (SE) 
Fukui Bank 
Y. MURAKAMI (CEO) 
Hokkaido Takushoku Bank 
Hiroaki CHIKUMA (SE) 
Juroku Bank 
T. KOMORI (SE) 
Kwong On Bank 
Kenneth T. M. LEUNG (CEO) 
Long-Term Credit Bank of Japan 
Kazuhide KOSHIISHI (CEO) 
% 
Mitsubishi Trust and Banking 
Y. C. HUNG (Manager, Operation and Loan Department) 
Mitsui Trust and Banking 
Jutaro OKA (Deputy General Manager) 
Nippon Credit Bank 
Hideo OGAWA (Deputy General Manager) 
Nishi-Nippon Bank 
Minoru MATSUBARA (CEO) 
Ogaki Kyoritsu Bank 
M. KODAMA (CEO) 
Shizuoka Bank 
Yoshindo IWASAKI (CE〇） 
Toyo Trust and Banking Company 
S. FURUHATA (CEO) 
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Appendix VI - List of Respondents to the Mail Survey (Continued) 
Banking Group and Respondent Sub-Total 
Japanese Banking Group (JBG) (Continued) 
Yasuda Trust and Banking Company 
Yoichi KITAYAMA (SE) 
European Banking Group (EBG) 19 
Banca Nazionale dell‘Agricoltura 
Paolo DORSA (CEO) 
Bank of Scotland 
Adam R. ION (CEO) 
Barclays Bank PLC 
Mark ADVANI (Assistant to Divisional Director) 
Bayerische Hypotheken- und Wechsel-Bank Aktiengesellschaft 
Edgar HEIDER (CEO) 
Bayerische Vereinsbank Aktiengesellschaft 
Martin KOELSCH (SE) 
CARIPLO - Cassa di Risparmio delle Provincie Lombarde SpA 
G. ZANOTTI-FREGONARA (CEO) 
Creditanstalt-Bankverein 
Brian W. HOBSON (CEO) 
Den Danske Bank Aktieselskab 
Niels Eilschau HOLM (SE) 
Deutsche Bank AG 
CHRIS CHAN (CEO) 
Deutshce Genossenschaftsbank 
H. DIETRICH (CEO) 
Hamburgische Landesbank Girozentrale 
J. NIEMANN (CEO) 
Nordbanken 
Jan HILLERED (CEO) 
Rabobank Nederland 
S.B.A. POSTMA {CEO) 
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Appendix VI - List of Respondents to the Mail Survey (Continued) 
Banking Group and Respondent Sub-Total 
European Banking Group (EBG) (Continued) 
Royal Bank of Scotland PLC 
Alan G. WILLETT (SE) 
Standard Chartered Bank 
K. C. KWOK (Chief Economist) 
Svenska Hande1sbanken 
Gosta BERGHOLTZ (CEO) 
Union Bank of Switzerland 
Albert FEHR (Vice President) 
Westdeustche Landesbank Girozentrale 
Michael JAKOB {SE) 
Z-Landerbank Bank Austria AG 
Anthony W. HOWE (CEO) 
Local Chinese Banking Group (LCBG) 9 
Dah Sing Bank 
Ronald CARSTAIRS (CEO) 
Bank of East Asia 
Benjamin CHAN (Senior Economic Analyst) 
Shanghai Commercial Bank Limited (CEO) 
John K. P. YAN 
Wing Hang Bank 
Wing Hong TSANG (CEO) 
Wing Lung Bank 
C. S. CHONG (General Manager) 
Total 53 
Note ： * CEO： Chief Executive Officer as shown in Honcr Kong Interbank 
Directory 1992. 
** SE: Senior executives randomly selected from Bankers Handbook 
for Asia 1993 for the survey. 
Other respondents listed above were those who had also participated 
in the previous in-depth interview. 
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